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EDWIN FRANCIS GAY 


Thirty-first President of the American Economic Association, 1929 


Edwin F. Gay was born in Detroit, Michigan, October 27, 1867, and 
died in Pasadena on February 8, 1946. After preparatory schooling here 
and in Switzerland, he entered the University of Michigan, where he re- 
ceived his A.B. degree in 1890. He then went to Europe tor a twelve-vear 
period of intensive study and research at Leipzig, Gottingen, Zurich, Ber- 
lin, and the British Museum. He wrote his doctoral dissertation under 
Gustav Schmoller and received his Ph.D. degree trom the University of 
Berlin in 1902. The title of his doctor's dissertation was “Zur Geschichte 
der Einhegungen in England.” Returning to this country he became in- 
structor in economic history at Harvard in 1902, was promoted to assistant 
professor after one year, and to a full professorship in 1906. In 1908 he 
was chosen to become the first dean of the Harvard Business School, 
which post he held until 1919, when he became president of the New York 
Evening Post. In 1920 he became editor as well and held both positions 
until returning to Harvard as professor of economic historv, 1924-36. Dur- 
ing the war period he served as director of the Division of Planning and 
Statistics nga us head of the Imports Bureau of the War Trade Board. 
With Professor Wesley C. Mitchell he participated in the planning and 
organization of the National Bureau of Economic Research and served as 
its first president. He also plaved a leading role in the organization of the 
Council on Foreign Relations and the establishment of Foreign Affairs. 
After retiring from Harvard in 1956 he became member of the research 
staff at Huntington Library and served as director from 1941 until his 
death, 

The mere enumeration of the variety of posts held by Professor Gay 
indicates his broad intellectual interests and his versatility as scholar, 
teacher, executive, and administrator. His own publications were few in 
number, but the work which he inspired, promoted, and directed reflects 
his lasting influence on his students and his development of economic 
history in this country, In 1932 he was honored with a Festschrift entitled 
Facts and Factors in Economic History. He was the leading founder of 
the Journal of Economic and Business History in 1928. The title of his 
American Economic Association presidential address was “Historical 
Records.” He was very active in the affairs of the Association and as rep- 
resentative of the Association on the American Council of Learned So- 
cieties he became an influential leader in that Council. Numerous insti- 
tutions have honored Edwin F. Gay with a doctor's degree: LL.D... Har- 

vard, 1918, Michigan, 1920. Northwestern, 1927, Tulane, 1935, Occidental, 
1940: Litt.D., Manchester University. England, 1933. A memorial to Edwin 
Francis Gay, bv E. J. Hamilton, may be found in the American Economic 


Review, June, 1947 (pages 411-413). 
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RELATIVE PRICE CHANGES AND AGGREGATE 
CONSUMER DEMAND 


By GARDNER ACKLEY AND Danret B. Surts* 


The present paper attempts to bridge a small part of the gap, increas- 
ingly recognized these days, between aggregate and partial analysis: 
between the emphasis on income changes in the former and upon 
relative cost-price changes in the latter. Essentially the problem is 
whether and by what means changes in relative prices of different kinds 


of consumer goods may influence aggregate demand for consumer goods 
and hence (with less than full employment) real income and employ- 
ment, or (with full employment) the degree of inflation. Briefly, our 
answer to the question is that such influence is indeed possible: that 
there is no a priori basis in our ordinary theory of consumer behavior 
to exclude the possibility. We further briefly attempt to apply this 
analysis to the questions, long discussed in theoretical literature, of the 
effects on income and employment of technological change and harvest 
_ variations, and suggest its relevance to the current discussion as to the 
nature and stability of the consumption function.' 

Throughout the first three sections only verbal argument and (large- 
ly in the footnotes) simple algebra are used. Section IV is in effect a 
mathematical appendix, which expresses the argument in both more 
precise and more general form. 


* The authors are, respectively, associate professor and assistant professor of economics at 
the University of Michigan. 

' The substance of parts of the argument, although independently developed by the authors, 
has been briefly considered in two recent analyses. Mention should be made particularly of a 
brief section (pp. 299-302) of an article by Dr. Lawrence R. Kicin, “A Post-Mortem on Tran- 
sition Predictions of National Product,” Journal of Political Economy, Vol. LIV, No. 4 (Aug., 
1946), pp. 289-308. Professor William Feliner, in his “Employment Theory and Business 
Cycles,” Chapter 2 of A Sursey of Contemporary Economics (H. S. Ellis, Ed., Blakiston, 1948) 
considers essentially the same problem (pp. 84-86), but his solution runs in terms of elasticities, 
a device which we feel substantially less well adapted to clear exposition of the problem. 
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I 

The usual simplest formulation of aggregative income equilibrium 
is based upon the assumption that real consumer expenditures are a 
stable function of real income, where “real” consumption and income 
are found by correcting their money values for changes in the level of 
consumer prices. Since real consumption is assumed to be a stable 
function of real income, the absolute level of consumer prices is of no 
consequence, except for “indirect” effects, via interest rates, expecta- 
tions, real value of consumer money balances, etc., all of which are ig- 
nored in this formulation and which we shall continue to ignore. The 
“consumption function” can therefore be stated directly in real terms, as 


(1) c=umyt+n 
We add the definition 
(2) yecti 


where y, c, and i are real, additive values of income, consumption and 
investment respectively, m is a constant (the “marginal propensity to 
consume”) which is greater than zero and less than one, and # is a 
constant greater than or equal to zero. From these relationships we de- 
rive the usual formulation: 


a+i 
1—m 


The level of real income thus depends upon the level of real investment 
expenditures, which we shall hereafter assume constant in order to 
concentrate upon the consumer sphere. 

It is clear that the above formulation must either (1) ignore the effects 
on aggregate consumer demand of changes in the relative prices of 
different consumer goods; or (2) assume that such effects do not exist; or 
(3) assume that relative prices are stable functions of the level of real 
income, in which case any relative price effects are concealed in the 
broader formulation. 

Traditional analysis of demands for individual commodities, on the 
other hand, is largely concerned with the effects of relative price changes, 
although, more recently, the income effect on demand has been specifi- 
cally recognized. The usual analysis assumes that the quantity de- 
manded of a consumer good depends upon (a) its price relative to prices 
of other goods, and (b) consumer real income. A fall in its price relative 
to prices of other goods will increase the quantity demanded, if real 
income is unchanged; or (for all except inferior goods) a rise in real 
income will increase demand, relative prices remaining unchanged. 
For simplicity, let us divide all consumer commodities into two groups 


(3) 


786 
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(for example, durables and non-durables, or farm products and non- 
farm products, or “luxuries” and “necessities”), which we will designate 
as two “commodities,” “A” and “B,” for convenience. The price in- 
dexes for these two commodity groups we will call the “prices” of these 
two “commodities.” We can then say that for each of the two commodi- 
ties, amount demanded depends upon its relative price and upon con- 
sumer real income. If we express these quantities demanded in “real 
income” units, so that they are additive, we have 


(4) c=at+b 
(S) = f(r, y) 
(6) b = y) 
where 


a=quantity demanded of commodity A (expressed in “real income” 
units) 

b = quantity demanded of commodity B (expressed in “real income” 
units) 

r =the ratio of the price of A to the price of B 


We assume, initially, that the two prices are completely rigid, with the 
supply of each commodity perfectly elastic at the existing rigid price. 


The assumption is further explicitly made that the producers of both A 
and B have identical consumption patterns, so that a redistribution of 
income from producers of one commodity to producers of the other will 
have no effect on the demand for either. This assumption, like the earlier 
one of constant real investment, is made only for simplicity in exposi- 
tion. Likewise, it would be possible, but more complicated, to work in 
terms of actual prices, expenditures and incomes expressed in money 
terms, and a real income which is found by the explict deflation of 
money income. (This is the procedure in Section IV.) 

The possible conflict of these two approaches, the aggregative and the 
partial, can be seen by analyzing the results of a change in the price 


change, say, a rise, in its own absolute price, all else unchanged, will, we assume, have two 
effects: a substitution effect—because it raises this price relatively to others, consumers will 
tend to buy less of this good, and more of other goods; and an income effect —because it raises 
the level of prices with a constant money income, it reduces real income and tends to reduce 
the quantities demanded of a!l paatewsee Aan We recognize these separate effects more clearly 
goods, the relative price of the one is the inverse of the relative price of the other, For simplicity, 
we define one relative price, r, and make both quantities functions of it. We ignore various 
kinds of possible money illusions by assuming (for example) that a 2$ per cent rise in A's 
price, B’s price unchanged, will have the same substitution effect as a 20 per cent fall in 
B’s price, A’s price unchanged; and that a 25 per cent rise in money income, prices unchanged, 
will have the same income effect as a 20 per cent drop in prices, money income unchanged. 


* The ordinary demand function expresses quantity demanded as a function of the com- 
modity’s own (absolute) price, the (absolute) prices of other goods, and money income, A 


788 THE AMERICAN ECONOMIC REVIEW 


ratio, r, say, for example, a rise in the price of A relative to that of B. 
Since, as we have seen, relative prices do not appear in the usual ‘‘con- 
sumption function” (equation 1), the change in relative prices will not 
affect aggregate real consumption, nor (equation 3) the level of real 
income. Look now at the second formulation (equations 4, 5, and 6). 
The rise in r would, ordinarily, reduce the quantity of A demanded, 
but would increase the quantity demanded of B. This is the familiar 
“substitution effect” of a price change. If this reduction and this in- 
crease in quantities demanded were exactly offsetting, the size of total 
real consumer demand (and hence total real income) would obviously 
be unchanged. The only effect would be a rise in the production of B 
and a fall in the production of A. Equation (1) would still hold. There 
would be no inconsistency between the two approaches. 

If, on the other hand, the effects did not exactly offset each other, so 
that, for example, the decline in demand for A was greater than the 
increase in demand for B, there would be an initial change both in the 
commodity composition of demand (and income) and, as well, in its 
size. This change in the size of income would then react further upon 
the demands for each of the two commodities, with various possible 
results, to be explored in Part IT. 

For the moment, however, we should merely note that if these effects 
were not precisely offsetting, equation (1) would not hold: we could not 
appropriately assume that aggregate real consumption was independent 
of relative prices. 

Is there any basis for the assumption that aggregate real consumption 
is independent of relative prices? One such basis might seem to appear 
in our customary preference analysis. The usual analysis of consumer 
preferences for two commodities (or for one commodity versus all others 
lumped together) assumes that the only effect of a change in the ratio 
of prices (when real income is held constant) is to change the propor- 
tions in which the two commodities are consumed. But this is based 
on the assumption that there are only two uses of income that yield 
satisfaction. Assume that saving (spending on neither) i is a third use of 
income that yields satisfaction. When we recognize this, we can no longer 
use the customary two-dimensional preference analysis. Although 
three-dimensional graphical analysis is clumsy, we shall attempt to 
make our point by use of Figure 1, which shows three possible uses of 
income; expenditure on A, on B, and saving. Recognizing the possi- 
bility that any part of income from 100 per cent to zero can be saved,’ 
the usual “expenditure line’’ A B becomes expenditure plane A BC, each 
point in which represents a possible combination of expenditure on A, 
on B, and saving, which is possible out of a given money income with 


* For simplicity, we ignore the possibility of dissaving. 
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given prices for A and B. If OC (total income) is saved, nothing can be 
spent on A or B. If OF is saved, the rest of income will buy (given the 
prices) amounts FD of A or FE of B, or any combination along line DE. 
If nothing is saved, income will buy amounts OA or OB, or any combi- 
nation along line AB. 

Curve J J’, drawn in plane OAB (zero saving), shows different combi- 
nations of purchases of A and B that yield given total satisfaction. If 
all income had to be spent, the amounts bought would be a» and bo, 
because this is the highest indifference curve that can be touched with 


the given money income and prices. Curve ii’ represents greater utility, 
but cannot be reached. 

But acutally J 7’ and ii’ are merely sections (in plane OA B) through 
indifference surfaces which represent different combinations of A, B, 
and saving that yield a given total satisfac*‘on. These surfaces are con- 
vex to the origin in all three dimensions, as suggested by Figure 2, show- 
ing that decreasing disposition of income in any one of the three dimen- 
sions can be compensated for only by more than proportionally increas- 
ing disposition in one of the other. 

Returning to Figure 1, we show that the Aigher indifference surface, 
ii’, of which sections are shown both in planes OAB and DEF, can be 


1 ' 
4 Saving 
‘ \ 
' 
' 4 
‘ 
° 
5 
Ficure1 
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touched by expenditure plane ABC. Hence (assuming this to be the 
highest surface which plane ABC can touch), actual expenditures are 
a; and b,, with OF saved. 

Now, what happens if the price ratio changes, but real income re- 
mains unchanged” ‘The change in price ratio means that plane ABC 
in Figure 1 twists on point C. The exact manner in which it twists de- 
pends on the nature of the price index used to measure the constancy 
of the price level and hence of real income. For each possible definition 
of the price index, there is one and only one new expenditure plane when 
relative prices change in any specified way. This new expenditure plane 
will now be tangent to some one of the possible indifference surfaces (if 
the index number were “‘perfect,”’ probably to the same one as before), 
but there is clearly no requirement that it be tangent at the same level 
of saving as before. 


Ficurg 2 


To be sure, certain shapes of three dimensional indifference surfaces 
can be imagined in which a change in relative prices which leaves real 
income unchanged (in terms of some price index number) will leave sav- 
ing unchanged, but these constitute a special case, and there appears to 
be no a priori reason to eliminate the others. 

Suppose our two commodity groups are food and all other. Let us 
assume that the demand for food is relatively inelastic with respect to 
relative price changes—that is, either a substantial fall or rise in food 
prices relative to others will not substantially increase or decrease real 
food consumption at any given level of real income. Are we necessarily, 
then, to assume that demand for other goods will respond to the change 
in relative prices in just such fashion as will leave total real demand 
unchanged at a given level of real income? Suppose, for example, that 

* We can here most conveniently imagine this occurring through a decrease in one price 


and a rise in the other to the extent necessary to keep the general price level (measured by some 
index number) constant, with constant money income. 


< ving 
» 
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the prices of other goods rise substantially relative to food prices. 
There will be a tendency for consumers in general to buy only slightly 
more food than before. Is there any ¢@ priori reason to suppose that (at 
least in the short run®) real demand for other goods will tend to decrease 
only to the same slight extent that real demand for food has increased? 
There might, for instance, be # tendency for real demand for other goods 
to fall substantially, even provided the level of real income remained un- 
changed. 

And this, of course, is the next step in our argument. If these tendencies 
are not exactly offsetting, real income (created by and equal to real 
expenditure) will not remain unchanged. 

To put it otherwise, we may ask what happens to aggregate real 
expenditure when relative prices change, real income remaining con- 
stant. The answer, of course, is that aggregate real expenditures will 
remain unchanged, because only if they do, can real income remain con- 
stant. One expenditure can only rise or fall at the expense of the other; 
hence our use of the word “tendency” above. But certainly, aggregative 
analysis, which makes income a primary variable, should free itself from 
an assumption appropriate only to the condition of a fixed total income. 

What happens, then, when a change in relative prices occur? If the 
tendencies described above are not exactly offsetting—i.e., if in Figure 1 


we move out of plane FDE—total real expenditure and income will 
change. In the following section we discuss the nature and extent of 
that change. 


II 


Assuming, for the sake of argument, that aggregate consumer de- 
mand does depend on relative prices, what are the’ consequences of this 
view? Take first the question, long discussed in the literature, regarding 
the effects on income and employment of technological change. Assume 
that, from an initial position of price and income equilibrium, one of 
our two commodities experiences a technological change which reduces 
cost. Assume further, as we have implicitly done up to now, that both 
industries are characterized by constant cost and perfect competition, 
that the level of money cost for each is fixed by contractual rates of fac- 
tor remuneration. Assume that the level of cost for one (and hence its 
price) is reduced by technological improvement. We shall further ignore 
the possible effects of this change upon investment, for it is the effects on 
consumer demand that have been controversial. The literature concern- 
ing technological unemployment is full of confusion on this point. It is 
agreed that the commodity whose cost and price have been reduced 


§ Whether in the long run there may be a tendency for total consumption to approximatea — 


constant percentage of income, regardless of relative prices—and perhaps regardless of in- 
come—is a question upon which we do not enter. 


792 THE AMERICAN ECONOMIC REVIEW 


by technological innovation will experience increased demand and there- 
fore output. Whether aggregate money income originating in that in- 
dustry will rise or fall is said to depend upon whether the elasticity of 
demand for its product is greater or less than unity. (It will be seen below 
that even these are only partial truths.) But the effect on other commodi- 
ties is the crucial one. This is ignored by some. By others it is dismissed 
with the statement that whether or not aggregate money incomes origi- 
nating in the rest of the economy will rise or fall depends on whether the 
money expenditure on the product of the first industry falls or rises 
(apparently assuming a fixed total money expenditure). The answer to 
the question is begged by some through the assumption, in some form, 
of Say’s law, which says éolal output and employment will remain un- 
changed (presumably at full employment levels). Still other answers bog 
down in confusion. 

If it is assumed that aggregate consumption is independent of relative 
prices, then it is clear that the price reduction resulting from the tech- 
nological change must leave real income unchanged unless real invest- 
ment increases. So long as people wish to save a given portion of any 
increase in real income, real income cannot increase unless real invest- 
ment does. The price level will change, money income will change, 
but real aggregate demand is unaffected. If the improvement is labor- 
saving, aggregate employment will probably fall (unless the industry 
affected by the technological change has a substantially higher ratio 
of employment to output than prevails generally). 

The answer in terms of our model is that real income will remain un- 
changed if the effect of a change in the price ratio is to reduce one de- 
mand by exactly the extent that it increases the other. In other words, 
if the slope (in terms of relative price) of the demand curve for the one 
commodity is exactly the same as the price slope of the other demand 
curve, there will be no effect.* But if these slopes are unequal, then even 
at a given level of income, more or less will be demanded than before, 
thus causing income to change, and causing further changes in spending 
on each commodity as a result of the change in income. The total change 
in income will be an original “injection” (caused by the difference in 


* Using linear demand functions, we can write 
(Sa) a= ay + ary + ae 
(6a) b = By + thy + Be 


as the demand functions. The condition for zero effect on income (i.¢., ¢+6 constant as 7 
changes) is that a,= 

The necessary relationship between the “ordinary” price slopes of the two demand curves 
is more complicated. Ordinarily we think of the slope of the demand curve as the rate at which 
quantity demanded changes as the commodity’s own absolute price changes, other prices and 
money income held constant. There is, however, a determinate relationship between this slope 
and the rate at which quantity demanded changes as the relative price changes, real income 
held constant. 


ACKLEY, SUITS: PRICE CHANGES AND CONSUMER DEMAND 793 


price slopes of the demand curves) times a multiplier, the size of which 
depends on the rate at which spending on the two commodities together 
changes as income changes.’ 

The interesting result of this analysis is the conclusion that a tech- 
nological improvement which reduces the price of one commodity may 
actually increase the demand for other commodities; on the other hand, 
it may actually lead to a reduction in the output of the commodity 
whose price has fallen, and ¢ fortiori in the output of other commodities. 

To see how these extreme effects might arise, we can break down the 
effect of the price change into two parts—a “‘price effect,” and an “in- 
come effect.”” The price effect is simple: it is merely the price slope of 
the demand curve for that commodity. If, through innovation, the price 
of television sets is reduced relative to other goods, the immediate price 
effect is a rise in demand for television sets by an amount equal to the 
change in relative price times the price slope of the demand curve for 
television sets. 

The income effect is more complicated. We have seen that income 
will change by the amount of the price change times the difference be- 
tween the price slopes times the total multiplier. As income changes, 
demand for each commodity will change by an amount equal to the 
change in income times the income slope of that commodity’s demand 


curve (individual commodity marginal propensity to consume).* Sup- 
7 Add to the equations in the preceding note, the definition 

(7) yratd. 

(assuming investment at zero, for simplicity) 


Then 
The change in y will be 


(9) 


1 — ay — 
* The “price effect” on commodity A is equal to a; Ar. The change in income will be 
fh 
The “income effect” on the demand for commodity A is therefore 
ath 
1 — a; — 
— + anf; 
as — 
It can be shown that the sign of A a depends upon the sign of Sr, and on whether 


andr 
and the total effect 
(10) Sa = + 
which reduces to 
(11) 4a = 4 


A” 
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pose that the fall in the price of television sets increases the demand 
therefor (at a given level of income) by less than it decreases the de- 
mand for other goods. The injection is then negative and total income 
will fall. If the marginal propensity to consume television sets as in- 
come changes is sufficiently large, the'demand for television sets may 
actually decline. (The preceding footnote summarizes the conditions 
necessary for this result.) The interested reader can trace out the condi- 
tions necessary for the fall in television prices to increase demand for 
other commodities. This will require that the necessarily unfavorable 
price effect on the demand for the other commodities be offset by a 
favorable income effect. 

More elaborate analysis, which we do not take space to develop, is 
possible. For example, introduction of supply conditions other than of 
constant cost and perfect competition merely means that the redistri- 
bution of demand between the commodities may further affect the price 
ratio, and hence the magnitude of the results. Likewise, further analysis 
should take account of (among others) the effects on investment, of 
possible differences in propensities to consume between income recipients 
in the several industries as well as between the various factors of produc- 
tion within the industries (whose relative income shares would be al- 
tered), and so on. We believe, however, that the above analysis contrib- 
utes at least something to the analysis of the problem of technoiogical 
change. 

The question whether good harvests (caused by favorable natural 
circumstances) are favorable to industrial employment has also long 
been debated in business cycle literature.® Again, effects on investment, 
interest rates, etc., must be taken into account for a complete analysis, 
but the effect on consumer demand has been one of the controversial 
points. 

If aggregate demand is independent of relative prices, the rise in 
agricultural output must be at the expense of an equivalent fall in 
manufactured output. Although nature’s bounty has supplied an in- 
crease in one component of real income, the community whose aggregate 
consymption is a stable function of its real income alone cannot sustain 
any rise in total real income and consumption unless real investment 
increases. Hence, with constant real investment,’® manufactured outupt 
must fall as much as agricultural output rises. The only réle of relative 
price changes will be to accomplish this redistribution of a constant real 


* For a review of some of the literature, see G. Haberler, Prosperity and Depression (League 
of Nations, 3rd ed., 1941) Chap. 7, or J. A. Estey, Business Cycles, (Prentice-Hall, 1941) 
Chap. 9. 

© By assuming constant real investment, we have, of course, ruled out one important possi- 
bility, namely that there will be enlarged inventory demand—-speculative investment in stocks 
of agricultural goods-—-as a result of the fall in their price relative to their expected future price. 
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income between the two commodities. But have price changes no other 
role than that of distributing a fixed total real demand among the several 
commodities? Might not the community under some circumstances 
prefer an enlarged volume of current real consumption when there is 
an autonomous increase in one of the two components of real income? 

In terms of the present model, we can get at the essence of the prob- 
lem by assuming that agriculture is characterized by completely inelas- 
tic supply, but the supply curve is shifted to the right, by favorable 
weather conditions; industry is characterized by perfectly elastic sup- 
ply, at a given average unit cost. For agriculture, price adjusts in 
response to demand, supply given; for industry, price equals (constant) 
average cost, and supply adjusts to amount demanded at that price. 

Here it is the price ratio, r, which is the variable. As agricultural 
output expands in response to favorable weather conditions, the price 
of agricultural products, and hence r, must fall until all of the expanded 
supply can be sold. How far must the price ratio fall for the amount 

to increase sufficiently? Here again we have both the direct 
_ price effect and the income effect to consider. 

If there were only the price effect to consider, the price of agricultural 
goods would have to fall until all of the added output was absorbed, at 
the expense of an equivalent decline in manufactured output. But if the 
price slopes of demand for agricultural and industrial goods were not 
equal, the change in relative prices would also affect income, and thereby 
demand both for farm and non-farm goods. Circumstances in which the 
increase in farm output will actually increase manufactured output 
can be imagined." It can be shown (see footnote 11) that this result de- 

™ Let A a represent the expansion in agricultural output. If income were unchanged, Aa 

would equal a (price slope of demand for A) times Ar (where Ar is the necessary change 
in price ratio), But the change in price ratio will also effect income, as we have seen above, 
either favorably or unfavorably. Income will change by 

1 — as — 
This change in income will in turn affect demand for A ee 
sume farm products) times the change in income. Equilibrium will thus be achieved when 
1—a:— 


or 
1 — ay — 
(Since stability conditions rule out the case in which a rise in output of A will raise its relative 


price, it is clear that the denominator of the expression on the right must be negative.) The 
effect on income will then be 


(12) ar = ha 


a + th 


13 
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pends on a particular constellation of relative values of the two price 
slopes of demand and the two marginal propensities to consume each 
good as income changes. 


Ill 


We turn, finally, to the relevance of these considerations for the an- 
alysis and measurement of the “consumption function.” It should be 
clear that whenever we omit relative prices from our explanation of 
aggregate consumption we are implicitly assuming either that the price 
slopes of demand curves are such that a change in relative prices creates 
no “injection,” or, alternatively, that relative prices of different cate- 


Since the denominator of this expression is negative, income will increase, remain unchanged 
or decrease depending on whether 


a 
Now we can find the effect on demand for and output of B. It is equal to the (unfavorable) 
price effect: 


a — ab: + af; 
plus the (favorable or unfavorable) income effect: 


Bidar = Bide 


a, 28; + ay; 
which reduces to 


(14) 
+ 


The change in 6 will be more likely to be positive 

(1) the greater —a,, relative to 6, 

(2) the greater 

(3) the greater 8, relative to ay 

The economic significance of the foregoing is suggested in the following summary : 

1, Unless —a;, is greater than 4;, the change in relative prices will reduce demand for manu- 
factured goods by more than it increases demand for agricultural goods, the injection will be 
negative, and an unfavorable income effect on demand for manufactured goods wil! be added 
to the necessarily unfavorable price effect. 

2. If —a, is greater than ;, income will rise, but the net effect on the demard for manu- 
factured goods will be unfavorable if the favorable income effect is insuthcient to outweigh the 
unfavorable price effect. The net effect is more likely to be favorable: 

(i) the greater —a, relative to 6, (this increases the size of the injection and hence the in- 
crease in income); 
(ii) the greater ay or 8, (this increases the size of the tota! multiplier and hence the in- 
crease in income); 
(iii) the greater 8, relative to as, given the sum a3+/; (this means that relatively more of 
the added income is concentrated on the purchase of manufactured goods). 


This expression can be shown to be S$ O according as 
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gories of consumers goods bear a stable relationship to changes in in- 
come. In the latter case, our consumption function shows both a direct 
income effect of income change, plus the further effects generated by the 
resulting systematic change in relative prices. 

The assumption that real consumer demand is in fact safely to be 
considered a stable function of real income (with perhaps corrections 
for population and the addition of a trend term), has been subject to 
much attack of late. The experience of the postwar years has seriously 
deflated our previous faith that here was a fundamental relationship 
that we could depend on, and even use for precise forecasting purposes. 
This disappointment has led to the search for other factors to help 
explain consumer demand, including particularly the influence of 
accumulated saving, or perhaps accumulated saving that is in liquid 
form. Is it not possible, however, that relative prices may be an import- 
ant missing factor in our explanation of consumption? One import- 
ant feature of the postwar situation was indeed a substantial distortion 
in the relative prices of different classes of consumer goods. 

Statistically derived consumption functions are ordinarily of the 
form 


(15) 
—=m—+hH 


where C and FY are dollar aggregate consumption and income respective- 
ly (preferably on a per capita basis), and p the price level of consumer 
goods. The derived estimate of dollar consumption expenditures then 
is 

(16) C = mY + np 

If we include as well the possible effect of relative price changes, we 


would instead have for each important group of consumer commodities 
separate statistically derived consumption functions of the form: 


(17a) 


(17b) 


From these we derive estimates of dollar consumption on each com- 
modity group: 


8 
(18a) Ca = aofa t+ + 


Cc Y 
Pa 
Cp Y pe 
—— = Bo + + 
> 
etc. 
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(18b) Co = Baba + + > 
etc. 


Aggregate dollar consumption would then be estimated as: 
(19) 


or 


+ Pops + - 


If p/p, po/p, etc., remained stable and equal to unity (i.c., if relative 
prices remained unchanged), the total marginal propensity to consume 
would equal a+; +... . It is very possible that a C so estimated 
might prove to give a significantly better “fit” to the data (including 
that for postwar) than other techniques have done. More important, 
it might be discovered that the total coefficient of Y would prove to be 
substantially lower (or higher) than that obtained by fitting a model 
which assumes aggregate consumption a function of real income alone. 
For it appears to be quite possible that systematic changes in relative 
prices which occur during upswings and downswings in activity might 
account for some part of the fluctuation in aggregate consumption—- 
a possibility which is ruled out by the customary consumption model 
used in statistical studies. This factor conceivably might help account 
for the puzzling difference between apparent long-run and short-run 
marginal propensities to consume. (Long-run price relationships may be 
more or less stable than short-run or cyclical price relationships.) 
Still more important, it would provide an additional réle for wage-cost- 
price analysis in forecasting and policy-making concerning aggregate 
behavior. 

It would appear to be particularly important to use some technique 
of the sort suggested above when explicit consideration is being given to 
relationships among sectors of the economy. F or example, economists at 
the Cowles Commission have constructed a*model of an economy 
with two sectors—food and non-food." 

In this model, aggregate real consumption is assumed to depend on 
real consumer income alone and to be independent of relative prices (as 
in our equation 15), but real consumption of food depends both upon real 
consumer income and upon the relative price of food (as in our equation 

'? See particularly M. A. Girschick and T. Haavelmo, “Statistical Analysis of the Demand 
for Food: Examples of Simultaneous Estimation of Structural Equations,” Econometrica, Vol. 
15 (1947), pp. 79-110; and T. Haavelmo, “Quantitative Research in Agricultural Economics: 


The Interdependence between Agriculture and the National Economy,” Jour. Farm, Ezen., 
Vol. XXIX (1947), pp. 910-24. 
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17a). This obviously makes the demand for non-food a simple residual, 
involving the assumption that changes in relative prices have no effect 
upon total demand. Yet it is discovered that a change in food prices 
will influence total income! The reason turns out to be that the change 
in food prices changes the general index of consumer prices. With as- 
sumed constant dollar investment expenditures, this changes the real con- 
sumer income derived from investment. But this effect would follow 
even if no demand equation for food were included in the model—the 
division of the economy into its two sectors is entirely redundant for 
consideration of this particular problem. 

There would appear to be a wide range of problems to which the pres- 
ent analysis might be applicable, for example, the following: 

1. When, in the postwar period, substantial quantities of food were 
shipped abroad, was the inflationary influence limited to the obvious 
increase in aggregate demand, or did the rise in the relative price of food 
itself increase or decrease the inflationary pressure? 

2. When we subsidize one kind of consumption—for example, food 
or housing—do we increase or decrease aggregate demand as a function 
of real income? 

3. In considering farm income supports versus farm price supports, 
how do the different relative prices affect aggregate demand? 

4. When relative prices are changing rapidly (regardless of direction), 
is aggregate consumption increased because demand expands more 
rapidly to the relative cheapening of some commodities than it contracts 
in response to the relative price increases of the other? 

Although the present analysis sheds no direct light on these ques- 
tions (nor on those of technological change or harvest variation), we be- 
lieve it has been useful to point out that there is no necessity to make, 
nor any justification for making, the easy assumption that relative price 
changes are without effect. To be sure, such relative price changes as do 
normally occur may in fact be neutral in their effect; but until this is 
demonstrated, there is no justification in assuming so, particularly in 
dealing with situations whose essential character involves a change in 
relative prices. 


IV 


The mathematical formulation of the problem can be made complete- 
ly general, but for simplicity we confine ourselves to an economy of two 
goods. The analysis can be carried out in terms of either money or real 
income, the latter requiring the introduction of appropriate aggregative 
index numbers. In order to proceed systematically we shall first deal in 
terms of actual quantities of goods and money incomes and then extend 
the formulation to real terms. 
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Let a and 6 represent the amounts of A and B consumed, p,, ps their 
respective prices, and Y, money income. We may then describe the 
economy by the two demand functions: 


a= A(p,, pr, Y) | 
b= B(ps, pr, 
We also have the definition 
Y = op. + bp. + 1] 


where J is the money amount of saving-offsetting deficit. 

If the supplies of A and B are perfectly elastic, the system of equations 
determines equilibrium values for a, 6, and Y provided the Jacobian 
does not vanish. In this case 


i.e, the value of the Jacobian is the marginal propensity to save, s, 
and we may assume O<s<1 in a stable economy. 

Let the equilibrium values, determined by the system be do, bo, Vo. 
The effect on the equilibrium values of an increase in one of the param- 
eters, J, ps, Ps, may be found by differentiating the equations (1) with 
respect to the parameter in question. Differentiating with respect to 
I yields: 


Odo aA 


ae, 


é Yo 


This set of three simultaneous equations may then be solved for the 
three unknown partial derivatives to give: 


1 
oA 
a} 


J aA 
oY Po 
} 
| 
2 
‘al al Po al 
1 
pu po | 
Odeo aA (3) 
ar | 
dbo AB 1 
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The income multiplier is seen to be equal to the reciprocal of the mar- 
ginal propensity to save in conformance with the usual formulation. 
Furthermore, the rate at which the consumption of the respective goods 
responds to the increase in J is the product of the rate at which their 
consumption increases as income increases into the rate at which 
income increases as J increases, a result which is intuitively obvious. 
Differentiating the equations (1) with respect to 9, yield 


OA OA 


+— . | (4) 


Solving for the partial derivatives, we have 


0A OB ) 
ag + + h 
oY oY 


5 
da dA OA (5) 


Op, OY s 
db, OB h OB 


ap. OY s Ope 


where 


OA OB 

ay + Po 
The results (3) indicate that the usual multiplier formulations hold 
for a system in which prices are maintained constant with infinitely 
elastic supplies. The equations (5) show that, money deficit being 
given, a change in the supply price of one of the goods will alter output 
and money income in a fashion analogous to the usual income multiplier 
formulation. It is evident from (5) that the response of money income 
to the price increase depends upon the magnitude of 4, which expresses 
a composite of effects arising out of the price change. It follows from 
the definition of Y that an increase in p,., everything else—including a 
itself—remaining equal, tends to raise money income in proportion to 
the amount of A consumed. On the other hand, at a given level of money 


Abo OB AV 
Op. oY Op, Op. 
OY» Odo Abo 
ap. = pu + 
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income, the price change tends to increase the consumption of B and 
decrease the consumption of A. If these several components of A just 
cancel out, money income will remain unaltered and the sole effect of 
the price rise will be to redistribute consumption between A and B. If 
however, these components do not cancel out, é will represent an initial 
disturbance of the amount of consumption expenditure. As such, it 
becomes a (positive or negative) “injection” of spending and is subject to 
the income multiplier. 

It can also be seen from (5) that the total effect of the price change 
on the consumption of A and B depends not only on the income effect 
but also upon the direct effect of the price change itself. 

Thus far we have limited ourselves to functions directly derivable 
from the behavior of individual consuming units. If a suitable index 
number is employed, similar results may be obtained in terms of real 
income. 

Let 4, 5, Y, 7, represent comparable, additive real values of a, b, Y, 
T, and define 

Pa 


The behavior of the system may then be described in real terms by the 
equations 


4 = A(r, 
= Bir, VY) (6) 


Differentiating with respect to 7, as before, we derive the following 
relations 


oY, 1 1 1 | 
oY 
1 (7) 
db, 1 
a3” 
where, 
aA oB 
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Differentiating with respect to r yields 


or a, ar ay 1 

With only slight modifications the techniques employed above may 
be applied to the analysis of the effect of an increase in output of a good 
whose supply is completely inelastic. If the supply of A is inelastic, é 
becomes a parameter of the system, and r becomes a variable determined 
by the system. We may then differentiate the equations of (6) with re- 
spect to d and solve for the partials to obtain: 


+ — anf; 
ay — + af; | 


If the common denominator of the fractions on the right is positive, 
the second equation in (9) indicates that an increase in the output of 
A will result in an increase in its relative price. This could occur only 
if the economy were initially in a position of unstable equilibrium. We 
may therefore limit our attention to the case where the denominator is 
negative. From the first equation in (9) it is evident that real income 
rises or falls with an increase in d as (;, is less than or greater than —ay, 
t.e., a8 —a,/B; is greater than or less than 1. Whether the output of B 
rises or falls depends on the magnitude of —a, and (;, relative to a; 
and #3. The output of B rises or falls as 1 —a;/f, is less than or greater 
than 


Furthermore, since 


oA oB 
aA, or a, + A 
dio A (8) 
a 
or $ 
Bs + fi 
where, 
oY, ay + By 
0d a, — + af; 
or 1 — ay — (9) 
0d — a + a8; 
0d 
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it follows that if the output of B rises in response to the increased 
output of A, then 


and the total income will rises —a fact which is intuitively obvious. 
But if the output of B falls in response to an increase in the output of A, 


and whether total real income rises or falls depends upon whether 
— a; is greater or less than 1, i.e., whether a, + ; is negative or posi- 
tive. Comparing the first equation in (9) with the first equation in (8), 
we see that these conditions are that the real injection 4, generated by 
an increase in r, should be negative or positive. But, since an increase 
in d causes a fall in 7, we may say that real income will rise or fall as 
the real injection generated by the price effect resulting from the in- 
crease in d is positive or negative. 
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THE EFFECT OF FOREIGN INVESTMENT ON 
THE BALANCE OF PAYMENTS! 


By Evsey D. Domar*® 


With the end of the Marshall Plan in sight, foreign investment, as 
distinguished from grants, may acquire increasing importance. The flow 
of American public and private funds overseas could bridge the still 
lingering dollar gap, create employment at home and—probably most 
important—assist in the development of less advanced countries. So 
envisaged, a continuous policy of this kind might be agreeable to all 
concerned if it did not appear to suffer from one basic defect: since 
loans and investments are usually subject to the payment of amortiza- 
tion and interest (or dividends) ,? the inflow of funds so produced is ex- 
pected after a relatively short interval to exceed the outflow—a phe- 
nomenon which seems to be embarrassing to both the borrower and the 
lender. On the other hand, the waiving of interest and amortization, 
that is, the transformation of loans into grants, as a long-run policy, 
might offend international dignity and be so upsetting to the “sound 
business” sense of our Congress that the payment of amortization and 
interest may be the lesser of the two evils. 

The purpose of this paper is not to argue about political implications 
or the propriety of interest and amortization, but to investigate the 
relationship between the inflow and outflow of funds which a continuous 
policy of foreign investment and lending will produce. Perhaps the 
problem will disappear with time as it did for Britain a hundred years 
ago. But its real or imagined significance today justifies a study. 

The argument is developed in three stages: a general discussion of the 

* The author is associate professor of political economy at the Johns Hopkins University. 

! This study was suggested by Walter S. Salant in the fall of 1949. While writing his paper on 
“The Domestic Effects of Capital Export Under the Point Four Program,” Am. Econ. Rev., 
Papers and Proceedings, Vol. 40, No. 2 (May, 1950), pp. 495-510, he saw the essential similarity 
between his problem and my earlier study of the public debt (see note 11). At his suggestion I 
started working out the mathematics of foreign lending, which gradually expanded into this 
lengthy document. Salant’s subsequent comments were most helpful. He is not to be blamed, 
of course, for any of my errors or conclusions. The paper gained greatly both in content and in 
form from suggestions made by Miss Faye M. Goldware of the Johns Hopkins University. 

? It is true, however, that many private investments are not subject to a formal amortization 
schedule. 

* Throughout the paper an excess of the inflow over the outflow of funds produced by foreign 
investment is identified with an import balance, Foreign investment and lending are used 
synonymously, and interest includes interest and dividends. 
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subject and the conclusions are in Section I; a more detailed examina- 
tion of the problem with numerical examples not involving highcr 
mathematics, in Section II; finally, the actual derivations on which the 
paper is based are given in the Mathematical Appendix. 


I 


The belief that amortization and interest payments must first ap- 
proach and then éxceed the flow of new investment is widely held among 
economists; indeed, it is one of those rare subjects on which agreement 
is almost complete. We all have been taught and have taught how a 
country passes from the young creditor stage with an export balance 
on goods and services to a mature creditor position and an import 
balance—a view which can be traced back at least to Marshall and 
Cairnes, and which was supported empirically by the British experience 
of the last century.‘ In recent discussions of the effects of investment 
on the balance of payments the traditional position was on the whole 
reaffirmed. By its very nature this question invites formal analysis, 
yet the answer to it must have seemed so obvious that such inquiry has 
been limited, as far as I know, to a few numerical examples. The most 
thorough of these was worked out by Randall Hinshaw in 1946. He set 
out to find the annual amount of new loans required to maintain an 
annual export surplus of one billion dollars (with and without amortiza- 
tion), and digcovered that new loans would have to grow at some com- 
pound interest rate—a requirement he was sure could not be fulfilled. 
The formulation of the problem in this narrow form and the attempt to 
solve it solely by numerical examples hardly did it justice. Absolute 
magnitudes which grow at compound interest rates are always frighten- 
ing, and it was probably a computation of this sort that prompted 
Professor Viner to declare that 


. . » Debt service on amortization and interest account reaches and ex- 
ceeds the annual amount of a constant gross outflow of new capital 


“* Alfred Marshall, Money Credit and Commerce (London, 1923), pp. 135-37. John E. Cairnes, 
Some Leading Principles of Political Economy Newly Expounded (New York, 1874), pp. 359- 
63. Lo recent literature, the clearest statement of this view I found was in Stephen Enke and 
Virgil Salera, International Economics (New York, 1947), pp. 637-43. 

* See, for instance, Norman S. Buchanan, /nternational Investment and Domestic Wdfare 
(New York, 1945), pp. 166-80, 206-39; also his “International Investment: Some Post-War 
Problems and Issues,” Canadian Jour. Econ. and Pol. Sci., Vol. 10 (May, 1944), pp. 139-49; 
Norman S. Buchanan and Friedrich A. Lutz, Rebwilding the World Economy (New York, 1947), 
pp. 210-30; Hal B. Lary, “The Domestic Effects of Foreign Investment,” Am. Econ. Rev., 
Papers and Proceedings, Vol, 36, No. 2 (May, 1946), pp. 672-86; Randall Hinshaw, “Foreign 
Investment and American Employment,” same source, pp. 661-71. The views expressed by 
Raymond F. Mikesell and John Parke Young in their discussion of Hinshaw’s paper (pp. 710- 
13, 715-16) were refreshingly unorthodox. So were those of August Mafiry in his “Foreign 
Trade in the Post-War Economy,” Survey of Current Business, Vol. 24 (Nov., 1944), pp. S-14. 

* Op. cit., pp. 666-67. Hinshaw’s tables were later reproduced by Buchanan and Lutz, op. 
cit., pp. 213-14. Buchanan presented several hypothetical numerical examples in his Jnéer- 
national Impestment and Domestic Welfare, pp. 167-72, and so did Lary, loc. cit. 
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after a period surprisingly short for those like myself who are still 
capable of being startled by the wondrous working of compound inter- 
est. For American employment to be sustained for any length of time 
by American capita] export there would be needed an outward gross 
flow of capital increasing each year at an increasing rate of increase 
and eventually reaching fantastic levels.’ 


These levels may be fantastic, yet our economy has been growing in 
precisely this manner for quite a few years, and—with sufficient wisdom 
and boldness in our economic policies—may continue doing so for some 
time to come. Fifty years ago it would have been unbelievable that the 
maintenance of full employment in 1950 (with due allowance for price 
changes) would require a gross national product of some $270 billion. 
Certainly startling would have seemed $80 billion of combined govern- 
ment expenditures (on goods and services) and gross private capital 
formation. Even today the $200 billion of gross private capital outlay 
needed (with present saving habits and government expenditures) to sus- 
tain full employment over the next five years seems staggering.* And a 
gross national product of one trillion dollars in the year 2000 is hard to 
take seriously, though this would merely imply no more than a repeti- 
tion during the next fifty years of our past performance (an annual rate 
of growth of about 3 per cent).° 

As far as the required rate of growth is concerned, foreign investment 
does not give rise to any problems intrinsically different from those 
created by domestic investment, public or private. In all of them the 
presence of certain conditions regarding the relative magnitude of the 
investment and its productivity or yield leads to a compound interest 
solution, and in all of them the absolute magnitudes involved, unless 
the assumed conditions change, become “fantastically” high with time.” 

It is shown in Section II that the ratio of the inflow of funds, i.e., in- 
terest and amortization, to the outflow, i.¢., new investment, will 
gradually approach as a limit the expression 


amortization rate + interest rate 


‘amortization rate + rate of growth 


1 Jacob Viner, “International Finance in the Postwar World,” Jour. Pol. Econ., Vol. 55, No. 
2 (April, 1947), pp. 105-6. 

* The Economic Report of the President and the Annual Economic Review by the Council of 
Economic Advisers, January 1, 1950, particularly pp. 6-7, 80-88. This was of course written 
before the Korean War. 

* See “The President’s Report on the State of the Union,” Congressional Record, Vol. 96 
(January 4, 1950), p. 64. 

‘® See my “Expansion and Employment,” Am. Econ. Rev., Vol. 37, No. 1 (March, 1947), pp. 
34-55; “The Problem of Capital Accumulation,” same source, Vol. 38, No. § (Dec., 1948), pp. 
777-94; and the debt article referred to in note 11. The basic similarity of foreign and domestic 
investment was also pointed out by John Parke Young, loc. cit., and by Walter S. Salant, lec. 
cit. 
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where amortization is computed in accordance with the so-called net 
value method (see p. 811) and the rate of growth indicates the relative 
(i.e., percentage) growth of new investment. 

With its rate of growth in the denominator, it follows that the faster 
new investment grows the smaller will be the ratio between the inflow 
and the outflow of funds—a conclusion strikingly similar to that reached 
in my study of the public debt." Whether or not an import balance 
(i.e., an excess of inflow of funds over the outflow) will at all appear 
depends on the relative magnitudes of the rate of growth and of the interest 
rate. If the rate of growth exceeds the interest rate, this ratio will be less 
than one, and an import balance will never arise. If, on the other hand, 
the rate of growth falls below the rate of interest, an import balance 
will become inevitable, its timing depending on the magnitudes of the 
three variables involved (see pp. 814-15). In any case, the ratio between 
the inflow and the outflow will be gradually stabilized unless of course 
the variables themselves change. 

That sufficiently rapid growth of new investment can indefinitely 
postpone the emergence of an import balance is certainly not a new dis- 
covery, and it hardly needs proof. But that such growth can continue 
for a prolonged period of time is not readily accepted, and concern is 
expressed about the state of our balance of payments when lending 
falls off. Domestic investment evokes a similar reaction. Even a Marxist 
may agree that fullemployment can be maintained if private investment 
is large enough, and his logical opposite from the N.A.M. may admit 
the same about “deficit spending” by the government; yet both will 
argue that the respectively obnoxious methods cannot be practiced for 
long, and both will expect a depression when spending from one source 
or the other falls off. A depression may indeed arrive, but why must it 
‘be taken for granted that economic processes are finite? 

If we can invest abroad for three years without injuring our economy 
or the borrowers’, and for five years without running into trouble, why 
not for any number of years? If absolute figures make us feel uncom- 
fortable, why not think in terms of some fraction of our growing (it is 
expected) national product? One or two per cent of the latter devoted 
to foreign investment each year will automatically result in an increasing 
stream of investment which will be ample and not at all frightening. 

A paper such as this may convey the impression that an import 
balance is inherently undesirable; to many it appears as the main ob- 
stacle to a successful foreign investment program. There must be some- 
thing very odd about our economic system if an import balance fully 
paid for is unwelcome, but so long as this oddity persists, remedies, or 
at least consolations, should be suggested. The simplest and most obvi- 


" “The ‘Burden of the Debt’ and the National Income,” Am. Econ. Rev., Vol. 34, No. 4 
(Dec., 144), pp. 798-827. 


| 
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ous remedy lies not in abstaining from foreign investment which the 
world needs so badly, but in reducing the interest rate on public 
lending to a minimum consistent with the preservation of international 
dignity; surely we don’t need the interest as income. If the rate of growth 
of all foreign investment. could exceed its yield the problem would be 
solved, yet speaking realistically, for the annual growth of the national 
product or of new investment to exceed three per cent may be too much 
to hope for, and a yield below three per cent on all foreign investment in 
our institutional conditions is not easily achieved. A restriction of this 
type can hardly be imposed on private investment, but there is really 
no compelling reason why our government should charge as much as 
three or four per cent on its foreign loans."* A reduction of this rate to 
two per cent or less would offset the higher yields on private investment 
and perhaps bring about a rough equality between the rates of growth 
and interest.¥ 

It should at least be possible to equalize the rates of growth and in- 
terest on public investment alone by the simple expedient of raising. 
the rate of growth of new loans to the level of the interest rate charged. 
The inflow and outflow of government funds will then gradually balance, 
and a revolving fund will come into existence from which new loans 
can be made at an increasing (absolute) rate, and yet without any aclidi- 


tional Congressional appropriations !* Now assisting in the development 
of one project and now of another, these loans could become a major 
instrument of a wise foreign economic policy. 


II 


The relationship between the inflow and outflow of funds produced 
by foreign investment can be expressed in various ways, of which the 
difference and the ratio are the simplest and the most obvious. It seems 
to me that in this, as in most long-term economic problems, the ditfer- 
ence—an absolute number—is neither significant nor meaningful, par- 
ticularly in a growing economy like ours. We shall deal with the ratio— 
the ratio of the inflow of funds (amortization plus interest) to the out- 
flow (new or gross investment), and indicate it by R."* 


™ The Export-Import Bank charges between 2} and 6 per cent, the majority of the loans 
carrying 34-4 per cent. The International Bank for Reconstruction and Development charges 
about 3+ per cent, plus a commission of 1 per cent. On the other hand, our 1945 loan to 
Britain was subject to only 2 per cent. See Export-Import Bank of Washington Eighth Semi- 
annual Report to Comgress for the Period January-June, 1949 (Washington, 1949), pp. 23-45; 
the other sources are given in note 19. 

“ The possibility of defaults should also be taken into account. 

“ To take full advantage of this situation the present provision in the Export-Import Bank 
Act according to which its lending power is limited by an amount equal to three and one-half 
times its authorized capital stock would have to be revised. 

'§ The strict believer in differences can compute them from the data in the Mathematic..! 
Appendix. 
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The following symbols are used: 
A—annual amortization charge 
G—annual new or gross investment 

J—annual interest charge 


Ro A+! ratio of the inflow of funds to the outflow 


R,—the limit of R as time approaches infinity (Case 1) 
R,—the final value of R (Cases 2 and 3) 
a—annual amortization rate (Cases 1 and 2) 
i—annual interest rate 
k—length of the amortization period in years (Cases 2 and 3) 
r—relative (i.e., percentage) annual rate of growth of G. 


The problem can be finally formulated as follows: suppose G (gross or 
new investment) grows at a relative rate of r per year (including the 
case when r <0 and G is constant); it is subject to amortization at the 
rate of a (per year), and an annual interest rate of i is charged against 
the outstanding debt. How will the ratio R between the inflow (4 +/) 
and the outflow (G) of funds behave?"* 

We thus have three independent variables, i, 7, and a,’’ and one de- 
pendent, R, though should the reader be interested in A/G (the ratio 
of amortization charges to gross investment), in (G—A)/G (the ratio of 
net to gross investment) or in some other combination of A, J, and G, 
these can be computed from R. Of our independent variables, é is the 
simplest in application and in behavior and hardly requires an explana- 
tion. In our derivations it is treated as a constant, but both the formulas 
given in the text and the numerical examples show how a change of ¢ 
affects R. 

r, the relative (or percentage) rate of growth of G is apt to raise more 
eyebrows; but it is a most useful instrument well worth its keep. Like 
i, r will be treated as a constant in derivations, and again both the 
formulas and the numerical examples will show the effects of its changes 
on R. For the skeptical reader, special cases with r =0, that is, with G 
remaining constant, will be provided.” 

a, the amortization rate, is rather troublesome because amortization 
can be computed in a variety of ways. It can be expressed as a constant 
fraction of the original value of each investment or of the debt outstand- 
ing; or the total debt service, including both interest and amortization, 

“ The case when G falls off after a few years is not considered here. That the inflow of funds 
will soon exceed the outflow is, of course, obvious. 

‘" In Case 2, we can also use the length of the amortization period—’=1/a, 


‘* Some of the formulas hold true for a negative r, though this case has to be treated carefully 
to avoid noasensical results, 


‘ 


DOMAR: FOREIGN INVESTMENT, BALANCE OF PAYMENTS 811! 


can be treated in one manner or another, not to mention other possi- 
bilities. We shall consider here the three simplest cases: 

Case 1. Amortization is a constant fraction of the net debt outstand- 
ing—the net value method. 

Case 2. Amortization is a constant fraction of the original value of 
each loan—the original value method. 

Case 3. Amortization and interest on each loan are paid off in a series 
of equal annual installments—the equal installment method.” 

The results of these three cases are, I believe, sufficiently significant 
to indicate the general solution of the problem. * 


Case 1. The Net Value Method 


Amortization is computed here as an a fraction of the debt outstanding. 
If a= 10 per cent, the amortization on a single loan of $100 will be $10 
after the first year; 10 per cent of the remainder of $90 =$9 after the 
second year; $8.10 after the third year; and so on. If loans of $100 are 
made each year, the first amortization payment will be $10, the second, 
.10(100 — 104100) =$19; the third, .10(190 —19+ 100) =$27.10, etc. 
The loans are never really paid off, though with the passage of time, 
the unpaid balance of each particular loan becomes very small.” I 
doubt if this method is frequently, if at all, used in practice, but it has 


great analytical virtues: a and é are applied here to the same magnitude, 
i.e., to the net debt, and this additiveness of a and é simplifies both the 
mathematics and the results.” 

As the lending process goes on, R, the inflow-outflow ratio rises from 
the zero point (our problem being considered in isolation from other 
components of the balance of payments and from any previous lending), 
and gradually approaches as its limit, indicated by Rz, the expression 


* In recent international lending, both the second and the third methods have been used. 
Thus the 1945 loan to Britain is to be amortised (beginning in 1951) according to the third 
method; so are the loans granted by the International Bank for Reconstruction and 
ment to the Finlands Bank (August 1, 1949), Dominion of India (August 18, 1949) and 
Corporation de Fomento de la Produccion of Chile (March 25, 1948). On the other hand, loans 
granted by the Bank to the Dominion of India (September 29, 1949), the Kingdom of 
(March 1, 1949), and to N. V. Stoomvaart Maatschappij “Nederland” (July 15, 1948) belong 
to Case 2. These are, of course, just a few examples. My general impression is that method 3 is 
used more frequently than method 2. For a number of loans extended by the Bank, the amorti- 
zation period is divided into parts, and within each part one or the other method is used. Some 
amortization schedules follow neither method. Frequently, amortization and interest payments 
do not begin for several years after the loan is granted. Each loan agreement is published by 
the Bank. For the conditions of our loan to Britain see the Federal Reserve Bulletin, Voi. 32 
(Jan. 1946), pp. 16-19. 

™* I have not worked out the case when o and i differ among the various loans made. Some 
averaging method will have to be used then. 

™ This process is similar to that in Keynes’ multiplier, where subsequent additions to income 
never cease but eventually become very small. 


® The nature of this amortisation method calls for the use of continuous series which are 
easier to handle than the discrete. 
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(1) 


The presence of ¢ in the numerator is of course to be expected; ¢ is 
the best behaved of all our variables. How r found its way into the de- 
nominator is perhaps less obvious. A and J, being functions of the out- 
standing debt, depend not only on the current investment but also on 
the sum of all preceding ones, so that if G grows rapidly, its current 
magnitude is large relative to that sum. Therefore R, is correspondingly | 
smaller. 

a is our most troublesome but also our most interesting variable. In 
expression (1), it appears in both the numerator and the denominator. 
It plays a dual réle: on the one hand, a larger a increases A and there- 
fore Rz,, but on the other, a larger a also decreases the outstanding debt 
and hence, both A and J. Its final effect on R; will depend on the relative 


Tasre I.—Case 1: Tae Vatues or ror GiveEN MAGNITUDES OF AND 
(in percentages) 


Per Cent a=10% 


i 


Rp, = 1+ 
a 
The following can be easily established: 
A a 
— -, 
G a+r 
for any r>0. 


812 
A+] a+ 
| | R, = 
G a+r 
| 
. | 0 1 2 3 4 6 
r 
0 110 120 130 140 160 
100 109 118 127 145; 
5 2 a3 92 100 108 117 133 
3 77 85 92 100 108 123 
4 71 79 R6 93 100 114 
63 75 81 88 100 
| 
| 0 1 2 3 4 6 
0 120 140 100 180 20 
1 &3 100 117 133 180 183 
2 71 86 100 114 129 157 
3 | 63 75 a8 100 113 138 
4 56 67 78 89 100 122 
6 45 55 4 73 82 100 
When 
A 
a+r 
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magnitudes of ¢ and #. 

Table I gives the numerical magnitudes of Rz for several combina- 
tions of a, r and i. R, ranges there from a minimum of 45 to a maximum 
of 220 per cent, rising with an increasing é and falling with an increasing 
r—a behavior which naturally follows from expression (1). But the 
effect of a on R,z is less clear. When a =10 per cent, R,’s minimum is 
63 per cent, and its maximum is 160 per cent. A lower a (5 per cent) 
reduces the minimum to 45 per cent, but also raises the maximum to 
220 per cent. Examination of Tables I and II and of expression (1) 
reveals the following three possibilities: 

1. If y=i, Rz is 100 per cent, irrespective of the magnitude of a As 
time goes on, the inflow of funds will exactly equal the outflow. 

2. If r>i, Rx is below 100 per cent, but above #/r. A smaller a moves 
R, toward its minimum of i/r, while a larger a pushes it up toward its 
maximum of 100 per cent. If a small R_ is desirable, and it is possible 
to achieve an r>i, a should be kept as low as possible, i.e., the loans 
should be amortized slowly over a long period of time. 


Taste II.—Case 1: Tue Errect or Varyrnc or a on Ry 
(in percentages) 


0 


50 


3. If r<i, Rz is above 100 per cent, but below i/r. The rdle of a is 
now reversed. A higher a pulls R, down toward its minimum of 100 
per cent, while a lower a raises it toward its maximum of i/r. If a small 
R_ is desired in the present case, a should be increased; that is, amorti- 
zation should be speeded up. This conclusion contradicts the traditional 
recommendation; but let us withhold judgment as yet. 

The case of r<i has been so taken for granted in the literature that 
the other two possibilities have been almost completely ignored. There 
is no denying of course that in this case the inflow of funds will eventu- 
ally exceed the outflow. To the foreign investment enthusiasts we may 
offer the following consolations: first, they need not surrender so readily 
the possibility of r >4; second, even if r<i, Ry (with given s, i, and a) 
does not increase indefinitely, but approaches a not unreasonable 
asymptote, as given by expression (1). And finally, all these values of 


= 
i | 
| 10% 8% 2% 
(1) 
r= 4%, 92 86 78 67 60 
| 
(2) 
r= 2% 1i8 133 157 200 233 
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Taste III.---Casz 1: or Years Reoummep rox R ro Reacu 100 Pex Cent 
Waen r=0 


Per Cent 


9 7 

13 10 

16 12 

20 14 

22 15 

100 25 17 


R_ are limits which are not reached for quite some time. Table III gives 
the number of years required by R to reach 100 per cent on the extreme 
assumption that r=0. A period of 20-30 years is by no means excluded. 
Perhaps by that time we shall be able to accept an import surplus with 
greater case. 


YEARS 
Cuart 1—Tue Benayior or R Over Tre Case 1, 


There is something puzzling about Table III. It is based on the as- 
sumption that r =0. Hence we have the case of r <i. A higher a should 
result in a lower Rz, and speaking intuitively, a high a should prolong 


™ Io Cases 2 and:3, where different amortization methods are used, the final values of R 
are reached more rapidly. 


NS 0 1 2 3 4 6 
20 Infinite 
Infinite 
5 Infinite 
2 Infinite 
1 Infinite 
0 Impossible 
R 
0 
J 
120 ms 
wee 
194%, 0°5% (2) 4 
O 
/ i 
/ 
/ ' 
a 
4 
4 6 12 16 20. «24 28 32 40 44 648 
| 
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the period needed by R for reaching 100 per cent. Yet the table shows 
that exactly the opposite holds true. 

What has been said here about the effects of a refers to Rx, and as far 
as it is concerned, a does play a stabilizing role in the sense that a high 
a invariably moves it towards 100 per cent. But to solve the puzzle of 
Table III we should trace the actual behavior of R over time. This is 
done in Table IV and Chart 1. 


Taste IV.—Case 1: Tar Benavior or R over Time ror Given MAGNITUDES OF 7, 
(in percentages) 


118 
130 
77 133 1$2 
At the limit 78 133 157 


1 
2 
3 
4 
5 
10 
1S 
20 
25 


* In Column 3, R reaches 100 per cent after 11.6 years; in Column 4, after 14.5 years. 


The first two columns of Table IV where r >i do not reveal anything 
new. But Columns 3 and 4, and their respective curves in Chart 1 where 
r <i, are most interesting. As expected, a higher a (Column 3 and Curve 
3) gives a lower R,. But for a rather long initial period Curve 3 is above 
Curve 4: during this period, a higher a increases R.* So when r <i, the 
traditional method of reducing R by means of a small a holds true at 
the beginning but brings on a punishment at the end. 

All these conclusions were reached on the basis of an amortization 
method which, for all its analytical virtues, is not common in practice. 
Let us now turn to a more practical case. 


Case 2. The Original Value Method 


Every investment is completely amortized in a series of k annual 
payments, each equal to an a fraction of the original value of the in- 
vestment, so that &—the length of the amortization period—equals 


a 


j 
1 2 3 4 
— r<i 
a=10% a=5% a=10% 
ll 7 15 11 
21 13 28 21 
29 18 40 » 
37 24 $1 38 
43 28 40 
65 46 Oy 79 
3 
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1/a. The interest, as usual, is charged against the outstanding debt. 
Therefore a and é are no longer additive (in the sense of Case 1), and 
this is one of the reasons why both the mathematics and the final results 

of the present case are rather clumsy.™ 
Starting from the zero point, R is moved by the lending process to its 
following final value, Rr: 
A+T 


or, if the reader prefers to use & instead of 


27 
G ke? (1+ 

However clumsy, expressions (2) and (3) have one great advantage 
over their counterpart (1) of Case 1, The latter expressed Rz, that is, 
the limit of R, and it held true only after a long period of time (theo- 
retically—at infinity). Formulas (2) and (3) come into effect immedi- 
ately after the expiration of the first (A+1) years, and from then on 
the value of R remains unchanged. The reader with an aversion to 
“limits” and “infinities’’ will now stand on firmer ground. 

As in Case 1, a, i and r were assumed to be constant in the derivation 
of (2) and (3), and again they can be allowed to vary in the interpreta- 
tion of these expressions. This interpretation is by no means easy: 
with ¢ present in two places, once with a plus sign and again with a 
minus, @ appearing both in the numerator and, as an exponent, in the 
denominator, and r jumping all over the place, not much can be done 
without formal mathematics. Yet the examination of these expressions 
can yield a few clues which can then be tested by numerical examples 
given in Tables V-VII. 

Let us call i/r in (2) or (3) “the left part,”’ and the remainder, “the 
right part.”’ It is clear that the right part is positive for r>i, and 
negative for r <i, and that it vanishes for r =i. We should again examine 
the three alternatives: 

1. Ifr=s, Ry equals 100 per cent, irrespective of the magnitude of a 
(or k). 

* It is assumed both in the formulas and in the tables that amortization and interest charges 
begin in the second year, and that interest for any given year is computed from the debt of the 
preceding year. 

For the special case r=0, we have 

(k+1). 
Rr=1+ 


which is not immediately obvious from (2) or (3). Our other ratios are as follows: 


r? (1 + 
| 
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. 2. If r>i, the right side, being positive, is added to i/r. Therefore, 
i/r is the minimum of Ry, and 100 per cent is its maximum (see Ap- 
pendix). As shown in Tables V and VI, a low a (or a high &), that is, a 
long amortization period, moves Ry to its minimum, while a high @ 
raises it to its maximum. 


Taste V.-—Case 2: Tue Vatves or Ry ror Given Maonitupes oF @ (on &), ANDi 
(in percentages) 


k=10 years 
Per Cent | a= 10% 


100 163 
90 149 
82 100 136 
74 91 126 
68 84 116 
57 72 100 


3. If r<i, the right side, now negative, is subtracted from i/r. The 
latter is therefore the maximum of Rp, while 100 per cent is its minimum. 
Rapid amortization pulls Ry down, while a small a pushes it up. 

Thus all conclusions of Case 1 are met again. Comparison of Table V 
with the corresponding Table I of Case 1 shows their essential similarity, 
and the same is true for Tables II and VI. We notice that when r>i, 
the magnitudes of Ry in Case 2 exceed those of R, in Case 1, while for r <i, 
the situation is reversed. In Case 2, a is applied to the original value of 
each loan. In Case 1, on the other hand, a is applied to the net debt, 
which is diminished by successive amortization charges. Thus the same 
rate (say, 10 per cent), results in more effective amortization in Case 2 
as compared with Case 1. 


a é | 0 i 2 3 4 6 
0 100 106 111 117 122 133 
1 95 100 105 1li 116 126 
2 90 95 100 105 110 120 
3 85 Ww 95 100 105 115 
4 81 86 91 95 100 109 
6 74 78 82 87 91 100 
k= 20 years 
Per Cent | a=5% 
i | 0 1 2 3 6 
0 
1 
2 
3 
4 
| 
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Taste Vi.—Case 2: Tue Evvrect or Varvina Macniropes oF (oR &) on Re 
(in percentages) 


No Amor- 
kh | Syears 10years years SO ycars 100 years tization 
~ 20% 10% 5% 2% 1% 0 


(1) r>i 
r= 4%, 95 91 R4 71 62 SO 
i=2% 
(2) 
722% it 120 136 174 214 300 


i= 6% 


The behavior of R over time is shown in Table VII and Chart 2. The 
similarity with Table IV and Chart 1 of Case 1 is striking; again Curve 
4 intersects Curve 32% when r <i, a higher a gives a lower Ry, but a 


Tasie VII.--Case 2: Tue Benavior or R Over Time sor GiveN MAGN: OF a (oR &), 
ANDi 


(ia percentages) 


k= 20 years 


5% a=5% 

2 12 7 16 11 

3 22 13 30 21 

4 33 19 4 31 

5 43 25 58 40 
84 49 112° 80 
18 68 120° 

20 91 82 120 133 

Final Value | 91 | 84 120 | 136 


* The final values in Columns 1 and 3 are reached in the 11th year. 
* In Column 3, R reaches 100 per cent between the 8th and the 9th years; in Column 4, in 
the 13th year. 


higher R for an initial span of time. We should note once more, however, 
that Ry is reached not at infinity, but after the expiration of (&+1) 
years. 


% It even intersects Curve 1. For a while a lower a can hold R down more effectively than a 
higher r does. 


818 
{ 
| 
| 1 2 | 3 4 | 
| ra 
Years r= i=2% | i= 6%, 
| petOyers | | | 
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(4) 


6%, 0°9% 


a“ (3) 


. 


PERCENT 


Cuart 2.—Tue Benavior or R Over Time in Case 2, 
Note: The scale of this chart is twice as large as that of Chart 1. 


Case 3. The Equal Installment Method 


Here the principal and interest of each loan are paid off in a series of 
k equal annual installments. While the method as such is different from 
that discussed in Case 2 and the appearance of the algebraic formulas 
given in the Appendix betrays little similarity, all limits are identical 
in the two cases, and the numerical results are similar to such an extent 
that a separate discussion of Case 3 can be dispensed with.** 


Because of the close similarity between the results of the three cases, 
we can make greater use of the formula of Case 1 than its impracti- 
cality would appear to justify. Precise numerical answers should, of 
course, be computed in accordance with the amortization method 
actually used, but the expression 


(1) 


* This is true if we look at the problem, as we did here, from the lender’s over-all point of 
view. To the particular borrower, the cho.ce of amortization method may be of considerable 
importance. 


R 
i20 
e 
of 
40 
Aa 
a® 
20 | 
0 
° 2 6 8 0 16 20 22 
YEARS 
ses 
= R a+i 
a+r 
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is a satisfactory working approximation of the limiting (or final) value 
of R for many practical purposes. Its simplicity will compensate us for 
the loss in rigor. 

Expression (1) is an approximation to the general solution of our 
problem. In the general case, R, can be larger, smaller or equal to 100 
per cent. The traditional assumption that R, inevitably exceeds 100 
per cent is only a special case of (1), when r <i. There may be excellent 
Pies reasons for assuming that r<i, but it is well to remember that it is 
only a special case. 


MATHEMATICAL APPENDIX 


Symbols 


All flows and rates are per annum. 


A—amortization charge 
D—net debt outstanding 
G—gross investment or lending 
J— interest charge 

A+I 
R= G 
Ri=Lim R (Case 1) 


Ry=R, for n>k (Cases 2 and 3) 
a—amortization rate (Cases 1 and 2) 
o-—service rate including amortization and interest (Case 3) 
t—interest rate 
k—length of amortization period (Cases 2 and 3) 
n—time in years (Cases 2 and-3) 
r—relative rate of growth 
é—time in years (Case 1) 
u=1+r (Cases 2 and 3) 
v=1+3 (Case 3). 


In all cases, the initial value of G=1. All variables are assumed to be 
positive, though this requirement is not always necessary. 
Case 1. The Net Value Method—Continuous Series 
By definition of this method, 
(1.1) A = De 
and 


—ratio of inflow to outflow 


(1.2) 


i 
dD 
dt 
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Hence, 
1.3) = =G-— Da 
(1. . 
Taking 
(14) G =e", 
the solution of the differential equation (1.3) takes the form 


(1.5) 


De 
(a +1) 
Since A+IJ =(a+4)D, we next obtain 


and 
(1.7) 


a+r 


It is obvious that 


(1.8) 


(1.9) ish=—~ te 
r 


also that 


OR, R OR, 
<0, > 0; 
or 0a (a+r)? 


which is positive for r >i and negative for r <i. 
The following properties of R can be established: 


(1.10) 
(1.11) 


(1.12) 


(a + 


For r>i, @R/da) >0. If r<i, (@R/da) >0 for small t, and (@R/de) <0 
for large ¢. The ¢ for which (@R/0a) =0 is given by the equation 


a ~ 

oR 
—> 0, 

— <0, 

or 4 

| 
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ati 
(1.13) =- 
(a + 


which can be solved to any desired degree of approximation. Its fol- 
lowing properties can be proved: 


al ot at 
<€ @, > G, and — < 0. 
or da 
To find ¢ required to make R=1 in the case r <i, we set (1.6) equal 
to 1 and get 
1 


(1.14) (= . 


It can be shown that in (1.14), 
a at al 
< 6, > 0, and — <0. 
or da 
Case 2. The Original Value Method---Discrete Series 


It is important to note that in this Case a=1/k. It is assumed that 
amortization begins with the second period. The symbol » is always 
used in the sense n>k. 

We first find D,. 


Periods G 


a(l + 


a(1 + uw + 


a(u*' — 1) 
a(l+u+ w+ ---+ ut?) = — 
“=m 


(k + 1) u* + uh!) = 
After (+1) periods, the first investment made in period 1, and al- 
ready amortized for k periods between the second and (k+1)-st period 
inclusive, is fully written off. Its amortization is not recorded any more. 


= 

A 

1 1 

a(u — 1) 

u—i1 

| 

; 


DOMAR: FOREIGN INVESTMENT, BALANCE OF PAYMENTS 823 


Similarly, after (+2) periods, amortization of the second investment 
is not recorded any more. 
(k + 3) + + + yh!) 


And in general, 


(k + 2) 


au*(u* — 1) 
— 1) 


(2.1) ; 


_ 4 — 
(w — 1) | 


a(u* — 1) 
(2.3) > A; = + wt 
1) 


— 1)(u"-* — 1) 


— 1)? 


a u(u*-! — 1) — — ~| 


au" — 


(s — 1)* 
because ak =1. 


n 
(2.5) D, = (G; — A,) = 
j=l 


un?! — — au" + au” 


Since we assumed that amortization on any investment made in a 
given period does not begin until the next period, it is logical td assume 
that the interest charges in any period are related to the debt of the 
preceding period, so that 


(2.6) = Dai. 


For convenience, we shall compute the inflow to outflow ratio for the 
(n+1)st period. 
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Substituting r= «—1, we finally obtain 


1 


Since (2.8) does not contain n, Ry remains constant for any n>k. 
For the special case r =O, it can be shown that 


k+1 
(2.9) Ry = 1+ 


To establish the upper and lower limits of Re, we first find 


(2.10) Lim Ry = —; 


r 


next, since 


(2.11) ] =r, (more exactly, log. (1 + 7)), 


(2.12) Lim Re = 1. 


t-< 


Therefore, 


(2.13) ~S Rp Si, tere zi. 
r 


The following properties of Ry can be established: 


ORe OR, 4 
>0, <0, <0 forr >i, and ——> Oforr <i, 
or ok ok 


The substitution of e~ for (1+9r)~* simplifies some of the derivations. 
These results follow closely those of Case 1. 


y 
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Case 3. The Equal Installment M cthod—-Discrete Series 


The symbol # is always used in the sense of # >. 

According to this method, the principal and interest of each invest- 
ment are paid off in a series of & equal annual installments begin sing 
with the second year, each payment being equal to an a fraction of the 
original investment. These annual payments form an annuity, the pres- 
ent value of which should equal the original value of the investment. 
If the latter is G, each annual payment equals aG, and with the standard 
formula for the present value of an annuity, we obtain 


aG(v* — 1) 
— 1) 


(3.1) G 


where 
(3.2) 
From (3.1) 
— 1) 
1 
To avoid duplication in deriving A +J, we shall make use of the re- 
sults obtained in Case 2, by substituting the service rate a for the 


amortization rate a, and hence A+/ for A. Such a transformation of 
expression (2.1) in Case 2 gives 


(3.3) a= 


(3.4) (A+/]), = 


and 


i(1 + i)* 
(1+s)*—1 
(1+ 
(1+ 


| — 1) 
q a(u* — 1) —1 
q (3.5) Rp = 
— 1) — 1) 
| 
or 
i 


It can be shown that for the special case r =0, 
ho*(e — 1) 
—1 1 


(3.7) Rr 


As in Case 2 we have 


(3.8) for r i, 


(3.9) Is Rrs forr 
r 
The derivatives of Ry in respect to r, i and & have'the same signs as 
the corresponding ones in Case 2. ! 
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STABILIZATION OF PERSONAL INCOMES 
A LIMITED FISCAL POLICY 


By Paut J. Straver* 


The limitations of fiscal policy are accepted by many of its most 
enthusiastic supporters. Its vulnerability to political abuse is also wide- 
ly recognized. What is needed today is a fiscal policy that will do the 
limited job possible with the least danger of abuse. It is believed that 
the development of standards and rules that can be applied impartially 
_ offers the greatest hope for the future. This paper suggests a plan 
designed to meet these conditions. The plan proposed does not assure 
complete stability but does guarantee that after a swing in one direction 
has occurred, positive action to prevent its magnification will be taken 
without delay.’ 

In common with all fiscal policy proposal the personal income sta- 
bilization plan suggested in this paper is designed to stabilize effective 
demand. The means are also common to all fiscal policy: that is, the 
variation of public outlays and collections counter-cyclically so that 
the government uses its powers to offset fluctuations in effective demand 
in the private economy. There are, however, many possible methods of 
financing payments to the public to sustain effective demand or to 
reduce effective demand of the public. The method common to most 
fiscal policy plans is to increase or decrease the public debt in the hands 
of the banking system thus increasing or decreasing the total money 
supply. Indeed, the emphasis on this aspect of fiscal policy has been 
out of proportion and has led many to believe that anti-depression fiscal 
policy and the sale of bonds to the banks are inseparable. Most plans 
require the entire federal budget to be controlled in a counter-cyclical 


* The author is associate professor of economics at Princeton University. 


"The Bibliography on Full Employment prepared for the Senate Committee on Banking 
and Currency by the Library of Congress in 1945 listed 10 titles of books and 27 titles of 
articles or pamphlets under the headings, “Fiscal Policy (Except Taxstion)” and “Tax 
Policy.” This list was by no means exhaustive and since 1945 the volume of publications 
.on the subject has continued at a high rate. 

The indebtedness of the author to this literature is so great that complete documentation 
is impossible. The influence of Kenneth Boulding’s The Economics of Peace (New York, 
1946), Frank D. Graham’s Social Goals end Economic Institutions (Princeton, 1942) and 
John H. G. Pierson’s Full Employment ond Free Enterprise (Washington, 1947) is so 
great, however, that they must be mentioned separately. 
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fashion and revenue and expenditure balance only over the cycle, if at 
all.” 

Both the use of the banking system to create new money and the 
divorce of changes in current expenditure from changes in the level of 
taxation are unnecessary and undesirable. Such procedures give op- 
ponents of a positive government policy a real basis for objection as 
they invite future trouble. The management of a money and credit 
system is unnecessarily complicated, and periodic subsidies given to 
the banks by use of debt to create new money are unnecessary.” The 
possibility of pressure group raids on the national economy is greatly 
increased by even a temporary divorce of increased expenditure from 
increased taxation. As the need to economize becomes more urgent in a 
full-employment economy, it is important to avoid any action which 
may increase irresponsible demands upon government in the operation 
of a stabilization program. 


Outline of Plan 


It is suggested that the management and financing of a stabilization 
policy should be separated from the regular budget and conventional 
budget policy. To Jv this requires the creation of a separate stabiliza- 
tion fund that can be increased by surplus receipts as necessary to 
reduce personal income and expenditures and drawn upon as necessary 
to meet the need for increasing personal income and effective demand 
in periods of depression. Removed from the existing budgetary frame- 
work, the stabilization fund should be established under rules that 
would permit realistic economic consideration to prevail without harm 
to the political system or without complication of the operation of nor- 
mal functions of the banking system. Exclusion of expenditures of the 
fund or receipts of the fund from the regular budget requires the by- 
passing of established procedures. The stabilization fund must be 
administered indeperdently and never considered as a source of funds 
for normal government expenditures. 

One of the major objectives of the separation of the fund from the 
budget would be the establishment of the legitimacy of straightforward 
increases in the money supply and vice versa. The concern of many 
economists over the growth of the size of transfer payments to service 
the debt could also be removed by the use of the fund. The essence of 
the proposal is to give to government, outside of the budget, authority 
to increase or decrease the size of the money supply as necessary to 


*The extreme case is presented in A. P. Lerner, “Functional Finance and the Federal 
Debt,” Social Research, Vol. 10. No. 1 (Feb. 1943), pp. 38-51. 


*See Henry C. Simons, “On Debt Policy” and “Debt Policy and Banking Policy,” in 
Economic Policy for a Free Society (Chicago, 1943), pp. 220-30 and 231-39. 
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expand or contract the effective demand in the economy without engag- 
ing in debt operations. One of the aspects of fiscal policy that frightens 
the public, the fear that debt will continue to grow indefinitely, would 
be effectively removed. A new fear of excessive money creation might 
replace it, but this exists today and can be met only by effective 

It is proposed to grant to the stabilization agency the power to issue 
money according to definite rules and procedures. This money should 
be issued in the form of greenbacks or in the form of notes of the 
stabilization fund which could be given to the banking system to back 
an increase in deposits. When necessary, the retirement of greenbacks 
or notes would follow a reverse procedure and on return to the fund 
would be removed entirely from the monetary or credit system. 

The greenbacks or notes would not carry any interest and would not 
be backed by any asset. Assurance of the acceptability of the special 
currency would require the complete convertibility of stabilization fund 
issue with all other forms of money. When issued, a large part would 
find its way into the reserves of the banking system and when retired, 
most of the money removed from circulation would reduce the reserve 
position of the banks. Under current fractional reserve banking policies, 
the effects of an increase or decrease in greenbacks on the credit base 
might well reinforce the direct effects of the cash payments or with- 
drawals. If, on the other hand, the uncertainty of the repercussions of 
such a system was considered too great and the possibility of excessive 
expansion or contraction of credit were feared, the imposition of a 100 
per cent reserve plan would prevent the possible multiplication of effects 
through the credit system. 

The conception of the fund as a monetary authority with power to 
increase or decrease the supply of money at will should not be inter- 
preted as a belief that purely monetary measures can be counted upon 
to stabilize personal income payments. The essence of the plan is that 
the money paid out should be given to persons who would spend it or 
that the money removed from circulation should be taken directly out 
of current income as it is received so that the largest part of this sum 
would be taken from what would have been spent. In other words, the 
proposal requires direct cash grants to the public or cash receipts from 
the public. 

Finally, it should be made clear that there is no necessity that the 
fund should balance over any period of time. The probability of the 
need for increasing total money supply if the price level is to be main- 
tained at a constant level over time arises out of the fact of increasing 
productivity and an expanding labor force. An increase in the monetary 
supply has been made possible in the past by the expansion of the 


i 
; 
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debt structure, both public and private. To check excessive issue, how- 
ever, new money could not be issued unless some rule or guide, de- 
scribed below, showed the need. This might be supplemented by a re- 
Striction of the power to issue money at the outset. Issue beyond a 
stated limit would require legislative action and a review of the opera- 
tion of the fund would be required periodically. In the unlikely event 
that the fund was having to build up its balances over the years there 
might be a temptation to use these funds in an inflationary manner. To 
prevent such action, the fund should be limited in its power to retain 
large balances indefinitely. 

The danger of political abuse common to any fiscal plan for stabiliza- 
tion is revealed in this outline of the fund and its relation to the regular 
budget. Will the strict discipline required be preserved in face of either 
boom or depression? Is there danger that, by cutting the creation of 
new money away from debt issue, the sense of responsibility or check 
to excess money issue will be removed and rampant “greenbackism” will 
follow? No conclusive answer to these questions can be given, but 
there as: so many ways for inflation to be caused and the experience 
of the war has so confused and dulled public reaction to debt that it 
may be argued that a clean division between new money creation and 
debt is an advantage. At least, if an irresponsible government issued d 
new money in excess, the explanation for the ensuing difficulties would 
be clear and not confused as it tends to be today. 

A great advantage of the system proposed is the separation of sta- 
bilization policy from decisions about the level of normal government 
expenditures and taxation. If fundamental maladjustments continue in 
spite of the fiscal policy suggested, the necessity for other remedies will 
be made clear. For example, if descrepancies between planned saving 
and investment should continue as the stagnationists predict, it would 
be better to find some means of bringing about a reduction in savings i 
or increase in private investment than to use a public works program j 
of doubtful value to maintain an artificial balance. Finally, the divorce a 
of both the deflationary and inflationary controls from any specific 
interest group is in great contrast to the typical public works, farm ; 
price support or other traditional —m of stabiliation which tend to J 
established vested interests. i 


Rules or Guides for Fiscal Policy | 
The reaction against the exclusive use of fluctuations in employment 
as the signal for compensatory action is growing.‘ As an alternative 


*See Charles F. Lindblom, Unions and Capitalism (New Haven, 1949); G. L. Bach, 
“Monetary-Fiscal Policy, Debt Policy, and the Price Level,” Am. Econ, Rev., Vol. XXXVII, 
No. 2 (May, 1947), pp. 228-42. Milton Friedman, “A Monetary and Fiscal Framework for 
Economic Stability,” Am. Econ. Rev., Vol. XXXVITI, No. 3 (June, 1948), pp. 245-64. 
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rule a large group has argued strongly for the rule of neutral money or 
price stability as the most nearly satisfactory." This has much to com- 
mend it and can be accepted as a goal worth-while in its own right. 
Certainly, the stabilization of the price level and the creation of a gen- 
eral expectation that the level of prices remain stable in the future 
would be an achievement of no small proportion. The difficulty ad- 
mitted by many of its advocates is that the use of this rule assumes that 
it is possible to measure by some index of prices the need and timing 
of action. They also assume that price stability can prevent a major — 
swing in income and employment. The danger is that, under present — 
conditions, fairly widespread unemployment can get under way before _ 
even a sensitive index of prices will reflect it. On the other side, there is — 
the danger of action to counter an inflationary movement before it is 
really required if the index is too sensitive or poorly selected.‘ 

The great advantage of the rule of price stabilization is that it is 
generally accepted as a reasonable rule and might gain wide popular 
acceptance. The possibility of overcompensation can be minimized by 
establishing a band or range within which prices may vary before action 
to correct the movement is undertaken. This can be done, however, only 
at the price of increasing the possibility of movements gaining momen- 
tum so that the job of restoring normal conditions becomes more and 
more difficult. In sum, it can be said that the rule of price stabilization 
as a guide for fiscal policy has many advantages over the rule of “full 
employment” but that it is far from an adequate solution of the 
problem. 

The basic reason for fluctuations in prices is the realization or expec- 
tation of excess or deficiency in demand. This arises because of in- 
creases or decreases in the rate of spending, including investment. If 
the fiscal policy of the government is to be effective in both stabilization 
of prices and employment, some rule closer to the root of the matter is 
required. Still another weakness of the price rule is that it does not 
measure the extent of the corrective fiscal action that is required. 

In view of the difficulties mentioned above, it is proposed that a 
better rule to guide the operation of an automatic fiscal policy would be 
the stabilization of personal incomes. 

The “personal income” figure reported by the Department of Com- 
merce’ has the advantage of reflecting rapidly most changes in under- 

tion. 

* The difficulty in devising an appropriate index is recognized by Simons. See Economic - 
Policy for a Free Society, pp. 329, 335. 

"The definition used by the Department of Commerce is as follows: “Personal Income 


is the current income received by persons from all sources, inclusive of transfers from 
government and business but exclusive of transfers among persons. Not only individuals 
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lying conditions and measuring in a manner generally understood, the 
severity of the changes taking place. For example, either a sharp de- 
cline in capital goods production and employment or a decline in con- 
sumer goods production and employment would immediately affect 
personal income totals. This is in contrast to the response of a price 
index which might or might not reflect such a change in the short run. 
On the other hand, price changes, particularly in an upward direction, 
might not be reflected immediately in the income payment figure. If 
sustained, however, they must affect total income payments unless offset 
by unemployment. In such a situation fiscal policy cannot be used to 
eliminate unemployment without encouraging inflation. 

The greatest weakness of such a standard is the inadequacy of the 
basic statistical series as published by the Department of Commerce. 
This may improve over the years, but a margin of error will exist in the 
current estimates as long as a complex market system of thousands oi 
individual business units and millions of individual transactions con- 


tinues. An example of the inadequacy of this figure is found in the 

record for the first half of 1949 when personal incomes did not fall 

as rapidly as expected in face of sharply rising unemployment, declining 

- output and sales, and declining bank loans. A possible explanation of 

2 this phenomenon is that, throughout the boom, black and gray market 

transactions were not reported or included in the estimate and that the 

decline in this sort of income was not recorded in 1949. The error is 

not serious, however, if the direction of the change is correct and the 

largest part of the error is the result of a most unusual combination of 

circumstances. It is concluded that the evidence available favors the 

use of the personal income guide for counter-cyclical policy while ad- 

mitting that it does not perfectly measure all fluctuations in the ‘ 

economy. a 
Reference to the existing price and personal income series for the q 

years from 1929 to the start of the war verify this position. In most q 

years the movement of the personal income series shows a more exten- | 

sive movement on a percentage basis than the wholesale price index and 

in only two years moves in a direction counter to the wholesale series. 

These years are 1933, when the personal income figure continued to 

iall while the wholesale price index rose, and 1939, when the personal 

incomes rose while the wholesale price index fell for the year as a whole. 


including owners of unincorporated enterprises), but nonprofit institutions, private trust 7 
' funds, private pension and welfare funds are classified as ‘persons.’ Personal income is 3 
measured as the sum of wage and salary receipts, other labor income, proprietors’ and rental 3 
income, interest and dividends, and transfer payments.” National Income and Produrt 
Statistics, Supplement to Survey of Current Business, U.S. Dept. of Commerce (Washington, 
July, 1947), p. 8. 
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The cc .asumer price index of the Bureau of Labor Statistics moves so 
slowly as compared to the personal income series that the extent to 
which decisive action could be justified by reference to it is to be 


doubted. For example, when the depression of 1937 hit, the consumer... 


price index fell only 1.9 points from 102.7 to 100.8 while the personal | 
incomes dropped from 74 billion to 68.3 billion in the same period.’ 

Fluctuations in investment and durable goods purchases will lead to 
some variation in conditions in spite of all attempts to stabilize personal 
incomes, but such variations might well be tolerated if they could be © 
prevented from becoming cumulative. This is the sole claim of the in- 
come stabilization criterion. It has the advantage of not claiming for 
fiscal policy more than it can legitimately accomplish. If, for example, 
inflation sets in because of monopolistic wage and price boosts, anti- 
inflationary fiscal action may have to be taken as the result of the 
application of the income criterion. If, after such action is taken, un- 
employment should develop, fiscal policy cannot be reversed without . 
encouraging inflation. It is the monopolists who are pricing themselves | 
out of the market. If this point could be made clear, appropriate action 
‘to deal with the problem directly might be made easier. There is danger - 
that investment would still fluctuate so much that a policy of income 
subsidy would have to be supplemented by a large-scale public works 
program which might well become so entrenched that hope of maintain- 
ing the market as the basic determinant of the character and level of 
investment would have to be abandoned. This is less likely, however, 
than when a counter-cyclical works program is relied upon as the 
_ primary stabilizer.* 

It is essential to re-emphasize that no fiscal reform will serve to 
correct entirely the tendency of the economy to fluctuate and that the 
role of fiscal policy is no greater than that of monetary, credit, price, or 
other policies that deal with the fundamental causes of fluctuations. In 
particular, there is danger that overemphasis of fiscal policy will lead to 
the neglect of more fundamental ills and the abdication of government 
_ from its responsibility for a thorough consideration of all aspects of the 
economy. If wage-price relationships are out of line, there is no hope 
that fiscal policy can do more than give the system a chance to iron out 
the difficulty without paying the price of a major depression. Similarly, 


* Bureau of Labor Statistics, “Consumers’ Price Index for Moderate Income Families in 
Large Cities.” Department of Commerce, National Income, Supplement to Survey of 
Current Business, July, 1947. 

* See Paul J. Strayer, “Public Expenditure Policy,” Am. Econ. Rev., Vol. XXXIX, No, ? 
(March, 1947). pp. 383-404. 

Also see Albert L. Meyers, “Some Implications of Full-Employment Policy,” Jour. Pol. 
Econ., Vol. LIV, No. 3 (June, 1946), pp. 258-65. 
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if private credit is unduly expanded, fiscal policy can close the gap 
temporarily. But if wage-price relationships or credit policies are neg- 
lected and continue to operate adversely, the result will be either infla- 
tion or a growth in direct government controls that will make the main- 
tenance of a market economy impossible. The experience of 1947-1948 
re-emphasizes the danger of uncoordinated government policy. With 
the cash surplus of the federal government running at record levels an 
™, easy-credit policy, based upon the commitment to support the govern- 
ment bond market, prevented fiscal policy from exercising its full in- 
fluence as a substantial check on the inflation.’* 

The rule of personal income stabilization can be translated easily into 
a formula for guidance of a stabilization agency. It has the further 
advantage of making a direct connection between the standard used and 
the remedy applied. A tentative suggestion is to use a formula that will 
require counter-cyclical action when the current monthly or quarterly 
“personal income” figure, calculated at an annual rate, deviates more 
than 5 billion in either direction from the estimated normal stabilization 
level. Experiment and experience may dictate that the limits should be 
narrowed or broadened, but the principle of placing both a floor and a q 
ceiling on the fluctuations of “personal incomes” is sound and will 
limit the possibility of cumulative movements in either direction. In 7 
the event that either the higher or lower limit is approached but not q 
exceeded, no serious damage will have been done. However, if a new 4 
ihigh plateau or equilibrium has been reached, some recognition of 7 
this fact should be made to avoid the danger that a drop will not be 
checked in time. The practical solution suggested i is to require action to i 
support consumer income if a decline of 5 billions takes place and in the 
previous quarter payments have been more than 2 billions above 
normal. 

The use of the concept of a “normal” base period aggregate personal 
income for the purpose of stabilization policy raises several issues. First, 
some estimate of the ideal or normal volume of income payments must 
be made. This raises many problems if exact results are deemed im- 
portant but, in view of the extreme fluctuations in the past, almost any 
figure that is maintained over a considerable period of time will be 
better than none. The distortions in the price structure at the present 
time, the abnormality of the changes in income in the war and postwar 
period, and the difficulty involved in downward price adjustments, 
suggest that it is probably better to err on the high side than the low 
if the plan is to be put into effect in the near future. 

The second issue of importance in determination of a standard of 


“L. V. Chandler, “Federal Reserve Policy and Federal Debt,” 4m. Econ. Rev., Vol. 
XXXIX, No. 2 (March, 1949), pp. 405-29. 
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normal income payments is the allowance to be made for growth arising 
from increases in productivity, population increases, and so forth. It is 
assumed to be undesirable to maintain a constant aggregate dollar in- 
come in face of these factors of growth and thus force a constant down- 
ward adjustment of prices. The question of the desirable rate of in- 
crease in aggregate incomes and the frequency of upward adjustment of 
total income is raised. Complications arise in view of the tendency for 
increases in productivity, and even population (in recent years), to be 
bunched and uneven over time. A tentative solution is to make an arbi- 
trary projection based upon the best data available and to make regular 
adjustments for expansion based on this projection, ignoring the com- 
plications cited above. The degree of error would not be very great as 
the most optimistic projections currently used do not assume a growth 
rate of more than 3 per cent a year and one of the most important 
factors leading to unevenness in growth in the past would be removed 
if a higher degree of stabilization were achieved. As experience is 
gained, adjustments may be made if desirable. ; 

Once the nature of the basis for action has been agreed upon, there 
remains the problem of the determination of the size of tax or cash pay- 
ment necessary to achieve the desired degree of response in total income 
payments. Knowledge of the different expenditure patterns and saving 
habits of different income classes and occupational groups in the popu- 
lation makes the determination of the aggregate amount of tax or cash 
payment required to achieve a given result a function of the distribution 
of the tax or cash payment, the extent of deviation of the distribution 
of the increased or decreased personal income payments from normal, 
and a host of other forces, including psychological factors, availability 
of goods, or other influences not subject to precise analysis."' Projection 
of past experience may not prove of much value in view of the fact that, 
if the program had any success, one of the major reasons for the varying 
behavior of individuals over the cycle would be removed. 

At the outset a conservative policy is adocated: Do not let the aggre- 
gate amount of tax or cash benefit exceed the surplus or deficiency re- 
corded in the previous period. It is probable that this would be too little 
to assure immediate restoration of normal conditions, but if the tax or 
cash payment were on a monthly or quarterly basis, the possibility of 
additional corrective action in a later period should prevent wide swings. 
If it is found that the process of tax collection or cash payments takes 
a considerable time, it will probably prove to be desirable to require a 
month or a quarter to elapse before a second dose is ordered. This 

“ For an excellent analysis of the problem of estimating the effects of taxation on expendi- 


tures in the early days of World War II see Cari Shoup, Milton Friedman, and Ruth P. Mack, 
Taxing to Prevent Inflation (New York, 1943). 
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recommendation to shoot under the mark rather than over it is made to 
avoid the possibility that the whole program be discredited by over- 
zealous action causing swings in income to be initiated by government 
action and perpetuated by counteraction. 

Once the decision has been made as to the timing and the amount of 
tax revenue or cash outlay required, the successful execution of the 
plan is increasingly a problem of political and administrative detail. 
These troublesome details will be just as important in determination 
of the ultimate success or failure of the policy as the underlying eco- 
nomic logic. They are especially important in determining the effect of 
policy on economic and political institutions. The neglect of these 
problems in much of what passes for discussion of fiscal policy is a 
failing that cannot be excused, although the sort of evidence and ex- 
perience available is obviously inadequate. 


Administrative Aspects 


The basic requirements for stabilization of consumer income are as 
follows: First, the inclusion of the mass of consumers within the system. 
As a rule the higher up the income scale one goes, the greater the chance 
that temporary changes in disposable income would not significantly 
change consumer demand."* Second, it is necessary to be able to act 
quickly to offset any tendency for cumulative forces to set in and to be 
able to reverse direction as conditions change. The art of prediction 
has not been developed to the point where it can be of practical sig- 
nificance in the determination of turning points. Under this circum- 
stance, a policy of frequent change and willingness to reverse direction 
is necessary. This should also permit the changes made to be of rela- 
tively small amount.’* Thus a policy of improvisation may be made less 


“ This may not always be true of the middle-bracket income recipients who may become 
large buyers of durable goods as the result of a small increase in current income. If this 
is true, the multiplier effects of an increase to this group will be greater than for lower- 
income classes. Most exciting is the possibility that the middle group will activate idle 
balances and incur debt to purchase durable goods as the result of a small improverrent in 
their current incomes. 

“Some prediction of effects of a given action is essential. What is argued here is that 
action based upon the assumption that past trends will continue is less dangerous than 
an attempt to predict turning points or to predict the quantitative composition of the gross 
national product for a year in advance. A fundamental assumption is that the speed with 
which changing conditions are recorded and can be acted upon is great. 

“Federal Expenditure and Revenue Policy for Economic Stability.” Am. Econ. Rev., 
Vol. XXXIX, No. 6 (Dec., 1949), pp. 1263-68. “Fiscal Policy in the Near Future,” Federal 
Expenditure and Revenue Policies, Hearings before the Joint Committee on the Economic 
Report, Sept. 23, 1949, 81st Cong., Ist Sess. (Government Printing Office, Washington, D.C.) 

In these two statements drafted at a conference called by the National Planning Asso- 
ciation at Princeton, N_J., Sept. 16-18, 1949, sixteen economists agreed that fiscal policy 
should be adapted to changing circumstances and advocated consideration of automatic 
devices of both the “built-in” and “formula” flexibility types. 
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disturbing while retaining sensitivity to varying conditions. The objec- 
tion that the businessman would be upset by change in direction of 
policy as an additional factor of uncertainty is not to be given much 
weight if the effect of the change is primarily upon the consumer and 
would assure the businessman of a more stable market demand than 
would otherwise be possible.** 

A final consideration is the troublesome one of the extent to which 
authority to act is to be delegated or should be restricted by law. Un- 
less the standards for action are made firm and clear at the outset, hope 
for rapid and effective action at all times would be seriously under- 
mined. The ideal would be the development of a formula that would be 
applied without administrative discretion. The current temper of Con- 
gress is not one that is likely to favor further delegations of authority 
to the executive area of the government without clear-cut limits first 
being established. 

There remains, therefore, the consideration of the means to be used 
in making the proposed system work. 


Stabilization Tax 
The type of tax and the administration of the tax to be used to re- 


duce aggregate purchasing power and personal income payments pre- 
sents as complex a set of problems as suggested by any other feature 
of the plan. This tax must be flexible and on a current basis so that 
there will be a minimum delay between the time it is decided to impose 
the tax and the time it takes effect. The tax must be on a broad base 
so that its effects will be felt immediately. A broad base is also advisable 
to make it possible to raise the sums required without imposing prohibi- 
tive rates on any single taxpayer or class of taxpayers. Administration 
without undue cost and without widespread evasion is essential. The 
tax should also be related to the normal revenue system so that no un- 
necessary duplication or conflicts arise. It should be equitable in its 
distribution of the burden among individuals and income groups and 


“For a statement opposing “fiscal policy tinkering” and the belief that “fiscal policy 
action should be reserved to resist the development of major economic swings,” see Louis 
Shere, “An Economist’s Viewpoint on Tax Policy.” Annals of the American Academy of 
Political and Social Science, Vol. 266 (Nov., 1949), pp. 166-73. 

Support of a more active réle for fiscal policy is more common. An excellent general 
treatment is found in the National Planning Association Conference statement cited above. 
See also the statement on this point by Jacob Viner, who suggested to the Council of 
Economic Advisers that they would be wise if “. . . they would shove one way for a little 
while, feeling their way and uncertain as to the future, then find that they had been pushing 
the wrong way, and, if they were wise, would quickly reverse their action.” Jacob Viner, 
Speech at a meeting on “The President's Economic Program,” held by the Trade and 
Industry Law Institute, New York, April 27, 1949. Current Business Studies, No. 3 (June, 
1949), pp. 32-43. 
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meet other standards of political acceptability. It should not destroy 

incentives, discourage risk-taking or otherwise disturb the operation of 

the economy in a way that will lead to a decline in progress and initia- 

tive. It is obvious that all the criteria mentioned above cannot be 
satisfied equally. Taxation always involves some compromise and often 
a substantial compromise with the ideal. 

Previous stabilization plans have suggested that the variation in 
revenue be obtained by variation in the basic rate or exemption level of 
the personal income tax. A clever variation has been suggested by Hart 
and Allen, who proposed in the period of defense boom just before 
World War II that a higher than necessary rate be imposed at the out- 
set and varying degrees of relief from this rate be allowed.** In face of 
rising incomes the Hart and Allen proposal would require a closer and 
closer approximation to the maximum rate. New York State has bene- 
fited from just such a plan in the war and postwar period, tax relief 
under the personal income tax having been granted in the form of a 
temporary provision that a fraction (originally one-half) of net tax due 
under the old law would be deductible. Subsequent increases in tax rates 
have been achieved by reducing the fraction. 

There are two major objections to this solution of the problem. First, 
the increase or decrease in the basic rate of the income tax or net tax 
due will lead to confusion in the taxpayer’s mind of the changes that 
are necessary for stabilization and changes required to meet variation 
in the normal expenses of government. It is argued that there are great 
advantages in keeping the normal budget entirely separate from the 
stabilization plan, except for such automatic surpluses or deficits that 
result from built-in flexibility. Second, the personal income tax with its 
annual accounting period requires adjustments for either over- or 
under-payment after the year ends. With quarterly or monthly varia- 
tions in tax rates, the problem of year-end adjustments would be 
greatly increased to the confusion of Treasury and taxpayers alike. 
What is needed is a much simpler tax that may not provide as refined 
a measure of ability but still conforms to a level of rough justice. 

Another possibility has been suggested in the United Nations report 
on National and International Measures for Full Employment.”* This 
is to vary the rate of social security contributions or completely suspend 
them in prescribed circumstances. This is considered less desirable by 
the U.N. group than variation in the personal income tax rates or ex- 
emption levels when this tax is collected on a current basis, but it is 
considered more desirable than other alternatives. 

“Albert G. Hart and Edward D. Allen, Paying for Defense (Philadelphia, 1941). 


“United Nations, National and International Measures for Full Employment (Lake 
Success, 1949). 
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The difficulty with this proposal is that in a period of excess demand 
the decision to select the contributors to social security funds to bear 
the brunt of special taxation would run counter to prevailing views 
about the distribution of the tax burden. The second objection is that 
variation of social security contributions would tend to remove the close 
connection between an individual’s contributions and his right to grants 
that has been considered so important in the minds of the framers of 
the social security law. Although there is the possibility that the average — 
payment might remain the same, this objection must be prohibitive if . 
emphasis is given to the political and social repercussions of alternative 
means of execution of a given policy. 

One broad-based tax that should not be used is a sales tax. Its 
uncertain incidence and the effect of a sales tax on prices would make © 
this a doubtful source of anti-inflation strength and would be objected 
to on the ground of its inequity. If the effect of a tax to reduce the 
danger of inflation and boom were to first raise the general price level 
after tax, the danger of popular reaction and a demand for wage in- 
creases would be great.’ 

The best compromise available seems to be the use of a flat-rate gross 
personal income tax with the same personal exemptions and flat allow- 
ance for expenses now found under the net income tax. For the average 
wage earner, the two are the same. This proposal would require the 
imposition of a tax at a flat rate on any individual who had an income 
for the period used (a month or quarter) above the prorated exemption 
level. No rebates or deficiencies would be paid or collected at the end 
of the year, and the first tax liability would be final. To avoid the 
objection that this would discriminate against those in seasonal employ- 
ments, a special exemption might be given to workers in selected occu- 
pations. This would be rough-and-ready justice, but the advantages of 
certainty and simplicity are believed to offset the disadvantages. Per- 
haps the greatest danger is that there would be strenuous objection and 
political capital made from the fact that this tax would treat those with 
rising, constant or falling incomes above the exemption level alike. 
Recognition of this danger does not provide a perfect solution. How- 
ever, as long as a reasonable level of exemption were maintained, the 
serious problem of excessive taxation of those without ability could be 
avoided. 

The administration of the tax and collection process could be tied 
into the net personal income tax system, and the self-employed and 
others not covered by the payroll deduction system could be required 
to make payments quarterly as at present. The difficulties of putting 

"See Carl Shoup, Milton Friedman and Ruth P. Mack, of. cit., pp, 91-106, for a 
discussion of the relative advantages of income and sales taxes for anti-inflation purposes. 
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business firms on a current collection basis and the danger of adversely 
affecting investment suggest that, at least for the time being, they 
should be exempt. Some of the political advantages of separating sta- 
bilization taxes from other taxes will be lost by use of the source collec- 
tion system of the existing personal income tax. If, however, the govern- 
ment made an announcement of the reason for each change in taxation, 
this would be minimized. 

Refinements and revisions of this plan can undoubtedly be made and 
may be expected to add substantially to the acceptability of the plan. 
However, they should not violate the basic principle of separation of 
the stabilization system from the normal budget requirements of the 
government. Acceptability of any tax to check increasing money income 
will come only after there is a clear public understanding of the under- 
lying principles of the stabilization plan. 


Cash Payments 


The use of cash payments to support personal incomes and consumer 
demand is considered by most laymen and many academic economists 
to involve a radical and dangerous departure from orthodoxy. Accepting 
the charge of unorthodoxy, it is here argued that this is the least 
dangerous path to follow if the preservation of a strong market system 
is desired. Giving cash to the people with no strings attached leaves 
them free to spend it as they please. Private business need not fear 
government competition. No elaborate governmental machinery is 
necessary to prevent fraud or waste in the expenditure of funds. State 
and local governments gain full benefit of the sustaining of consumer 
purchasing power and lose none of their powers to the federal govern- 
ment. Special interests will have to compete in the market to gain their 
share of the increase in sales. It is concluded that, aside from the | 
novelty of the plan, it is the only neutral system of sustaining a market 
economy in depression and highly orthodox in the best sense of the 
word."* 

In the operation of a cash payment system, certain fundamentals 
must be observed. The distribution must be on a base sufficiently broad 
to assure the immediate expenditure of the greater part paid out. Pay- 
ments must be equal, avoiding subsidy to special-interest groups or po- 
litical manipulation will discredit the program and destroy the market 

“The growth of the acceptability of this approach among economists has been greatly 
accelerated in recent years. The latest conditional acceptance has been by the United 
Nations group who advocated the consideration of cash payments to social security tax 
payers if the total remission of their taxes did not prove to be sufficient to sustain effective 
demand. This report was prepared by J. M. Clark, Arthur Smithies, Nicholas Kaldor, 


Pierre Uri, and E. Ronald Walker. Dr. Walker was chairman of the group. United Nations, 
National and International Measures for Full Employment, pp. 82-83. 
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as an effective determinant of production and distribution. Incentive to 
work must not be destroyed by cash payments. Its administration must 
be practicable and equitable. 

Resistance to cut-backs might wreck the entire plan. It is proposed, . 
therefore, to start with as simple a plan as possible in hopes that the 
maintenance of simplicity in this aspect of the total program will per- 
mit emphasis upon the real problem. The simple and obvious system is 
one providing for cash payments on a per capita basis regardless of 
need or income. If what is desired is the support of consumption, the 
direct way to achieve this end is to give money to people who are sure 
to spend it. Inclusion of the total population would assure that the bulk 
of the payments went to such persons. The inclusion of persons who 
fall into the middle- and upper-income brackets would result in some 
leakages into idle balances but would also permit the stiffening in 
demand to be spread somewhat more throughout the economy, particu- 
larly for durable consumer goods, and not concentrated solely on neces- 
sities." Rough justice would be preserved as those in greatest need 
would get this supplement in addition to social security benefits or other 
relief payments. The large family would also gain recognition by the 
aggregation of several payments within a singie spending unit. Objec- 
tion that persons not in need or in unusually favorable circumstances 
would benefit equally with those in need might create political objection 
to the plan, but if it was emphasized that the expenditure of the dollars 
of the well-to-do would assure that the employment benefits would be 
widespread and of immediate benefit to all consumer goods industries, 
this reaction might be lessened. Certainly this system is less objection- 
able than the remission of income taxes which automatically excludes 
from direct benefit all persons with incomes below the exemption level.’° 
The only tax remission plan that would give relief or benefit to all 
classes would be the remission of excises. The difficulty here, as in the 
use of the excise when increased revenue is desired, is that the incidence 
of excises is so uncertain and is subject to such variation that the bene- 
fits would be most unevenly distributed.*' It is also certain that the 
effects of varying excises would be most disturbing to the industries 
affected and, in the end, to the effectiveness of the market in its function 
as allocator of resources. 

‘ The danger of adverse effects on incentive and of political manipula- 


a” See note 12 above. 


* John H. G. Pierson suggests that remission of taxes be supplemented by cash grants 
to non-payers of income tax. See “The Underwriting Approach to Full Employment: A 
Further Explanation,” Rev. Econ. and Statistics, Vol. XXXI, No. 3 (Aug., 1949), pp. 
182-92. 


™ See page 839 above. 
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tion is minimized by the suggested system. The use of the per capita 
base would give the maximum aggregate payment with the minimum 
individual payment.” The supplemental nature of the payment would 
also make clear that this was not a right but a privilege to be enjoyed 
as long as economic conditions warranted. Social security benefits and 
relief benefits would continue to be available at all times and related 
directly to right or justice of other social and political norms. The 
~ avoidance of distinction among income, occupational or other classifica- 
tions creates as neutral and purely mechanical a system as can be 
imagined. However, in the total system of stabilization of taxes and 
cash payments there is a bias favoring the lowest income groups which 
conforms to the popular prejudice in favor of somewhat more equal 
distribution of income. 


Stabilization Agency 


Administrative responsibility for the stabilization plan should be the 
function of a newly created stabilization board or authority under the 
executive but subject to Congressional control and review of its actions. 
The experience of recent years when the separate departments of the 
federal government often worked at cross purposes as far as inflation 
control was concerned suggests that it is unreasonable and unwise to 
ask any one of them to assume primary responsibility for positive 
action. They should, however, be made to cooperate. Ultimately this 
will depend upon many factors, but little chance for success will remain 
unless the President wants to do a real job. With responsibility centered 
in one place and assuming a reasonable attempt to gain supporting 
action from the existing governmental agencies by the President, it 
should be possible to administer the program effectively. It is essential 
that the job of short-run stabilization be separated from the long-range 
reform or welfare policies of the administration. The failure of the 
President and his Council of Economic Advisers to make this distinction 
has been one of the most important reasons for the inadequacy of the 
Administration’s anti-inflation program.** Congressional control can be 


* An example will illustrate the relative magnitudes involved. Let us assume a deficiency 
of personal income payments in the last quarter of $6 billions (annual rates). Following 
the rule suggested above cash payments should be made in the next quarter to fill in 
the full gap from estimated normal or $1.5 billions. Assuming the tota] population is 
1S0 million, per capita payments of $10 should be made. Thus a family of four would 
receive $40, a family of six $60, and so on. 

™ See “Appraisal” of the Economic Reports of the President by George Terborgh in the 
symposium edited by Seymour E. Harris, “The January 1949 Economic Report of the 
President,” Rev. Econ, and Statistics, Vol. XXXI, No. 3 (Aug., 1949), pp. 166-81. 

P. J. Strayer, “The Council of Economic Advisers: Political Economy on Trial,” Am. 
Econ. Rev., Vol. XL, No. 2 (May, 1950), pp. 144-54. 
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assured by establishing a formula within the limits of which the stabili- 
zation agency must operate. 


a perpetual inventory of all citizens would be maintained and 

edge of the size of the individual payment required to gain a 
aggregate effect would be more certain. With such a system, the possi- 
bility of abuse leading to multiple payments to single individuals would 
be negligible. 

An alternate system of identification o~ certification of eligibility for 
a cash payment might be the use of local registration books kept current 
and checked for each payment or by a system of cards or books compar- 
able to passports. The final decision st ld be made, however, on the 
basis of the maximization of the usefulness of the system for purposes 
other than the stabilization program. In fact, the greatest part of the 
objection to the cost of the payment system can be met by citing the 
gains in the extent and quality of demographic knowledge. This gain 
would be substantial for many business decisions and investment plan- 
ning, education, social security, public health and a multitude of other 
purposes.** 

If identification problems were settled, the actual payment of sta- 
bilization allowances would be a large but not insuperable job. The 
essential requirement of any system would be the minimization of the 
time elapsing between the declaration of a cash payment and its actual 
receipt by the people. Experience with the sale of war bonds by all sorts 
of agencies, both public and private, suggests that a combination of 
various means of payment might prove to be practical if the problem 
of identity can be solved in so complex a system. 

Interest in the strengthening of the state and local government sys- 
tem in the United States leads to a supplemental suggestion. This is 
the use of the stabilization fund as a depository for surplus state rev- 
enues in good times and source of payments to maintain dollar state and 
local expenditures in bad. The logical and most acceptable development 
of this principle would permit the state to draw against the stabilization 
fund only as much as had been contributed previously. There is the 
possibility, however, that a satisfactory formula for grants in excess of 


™“ For a discussion of the advantages of such a system in the United States see: National 
Resources Committee, Problems of a Changing Population, Appendix C (Washington, 
1938), pp. 276-97. 

A brief description of Canada’s system may be found in J. T. Marshall, “Canada’s 
National Vital Statistics Index,” Population Studies, Vol. I, No. 2 (Sept., 1947), pp. 204-11. 
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this amount can be worked out so that there would never be a necessity 
for state and local governments to cut their payrolls or productive 
expenditures in face of declining tax yield. An additional advantage of 
this plan would be the increase in the ability of state governments to 
use personal income taxation without fear of the possible consequences 
of its instability. If the main plan were at all successful, expansion to 
give assistance to the states would be relatively easy and in turn make 
the problem of stabilization that much easier. 


Conclusion 


The choice between the use of direct or indirect controls to further 
stabilization of employment and prices will be made in the last analysis 
on the basis of the effectiveness of the two methods, as understood by 
the people. Unless some greater flexibility can be gained in the applica- 
tion of indirect controls, their future usefulness will become less and 
less. The suggestions made in this paper are offered as a means of 
stimulating discussion of practical methods of increasing the effective- 
ness of the indirect method. 


. 
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THE SOVIET PRICE SYSTEM 
By Naum Jasny* 


A great deal of analysis of the Soviet economy is made in the United 
States and other non-Soviet countries. Surprising as it may seem, the 
analysis proceeds without familiarity with the prices in which the Soviet 
economic data are expressed. Ingenious procedures are occasionally 
used to get an idea of the developments in the USSR without this 
indispensable tool. But on the whole such groping in the dark yields 
only moderate results, while great mistakes are made time and again. 
All this stamps the wisdom of the Soviet decision to discontinue publi- 
cation of prices and price indexes in statistical handbooks and similar 
publications—a decision taken more than twenty years ago. Since the 
writer felt that no real progress in appraising Soviet economic power 
can be made without a fairly good idea of what is really behind the 
ten-billion and hundred-billion rubles publicized by the USSR, he 
spent a substantial part of two years in the study of Soviet prices, which 
he hopes to present more fully in a monograph, Essays on the Soviet 
Economy. 

Since the early ’thirties, the Soviet price system has presented a pic- 
- ture of an uninterrupted inflation which in strength and duration has 
few equals. Another feature of the Soviet price system is truly unique. 
The price and price-wage relationships in the USSR are fundamentally 
different from those which prevailed previously or prevail elsewhere. 
While the transformation of the price relationships began to develop 
a little later than the inflation of the ruble, both phenomena are basic 
features of the Five-Year Plan era which began in October, 1928. 

It is certainly unusual for a country with half of its population en- 
gaged in agriculture to have high prices for consumers’ goods and low 
prices for producers’ goods, yet this has been true in the Soviet Union 
for more than twenty years. It is even more unusual for a country with 
extremely low real wages to have nominal wages which, while low rela- 
tive to consumers’ goods prices, are high relative to the prices of pro- 
ducers’ goods. Differences in levels are not limited to a few percentage 
points. They are, for the most part, so great that no justification exists 
for speaking of the general value of the ruble as such. 

*The author is a consultant of the Food Research Institute, Stanford University. 


Thanks are due to colleagues in the Institute, especially Dr. M. K. Bennett, for assistance. 
The chart was prepared by P. S. King. 
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The specific item the ruble value of which is to be measured must 
always be identified. This is specifically true, for example, of the in- 
dividual items in the Soviet budget. With reference to each of these it 
must be ascertained to what extent it consists of producers’ goods and 
of expenses for railway freight; to what extent of nominal wages, and 
finally what is the share of consumers’ goods in it.’ A ruble spent on 
“defense” represents twice and possibly even thrice as large a real value 
as a ruble spent, for example, on education. This point is developed 
later. 

The price history of the last twenty years is an almost uninterrupted 
story of changes in the relationships between the three principal groups 
of prices (producers’ goods, consumers’ goods, and labor), some of 
them quite drastic. One can be certain that the Soviets did not regard 
as normal the price relationships of the early ’thirties and the postwar 
years through 1948. But it is not clear whether the price relationships 
of 1936-39 were accepted, and still are accepted, as normal. The na- 
ture of the evidence makes analysis difficult, especially in limited space. 
The difficulty is increased by the fact that the more recent the events, 
the less available is official evider-e concerning them. The available 
evidence necessitates considering the Plan era mainly for the years 
through 1948. 

It has been mentioned above that the price and wage relationships of 
the Soviet Plan era are unique. It cannot be overemphasized that dur- 
ing the Plan era the prices of consumers’ goods moved, though not in a 
straight line, in a direction opposite from one which would be normal for 
a country in the process of rapid conversion from an agricultural into 
an industrial economy. It is therefore impossible to find a proper yard- 
stick for the price and wage relationships of the Plan era. The disparity 
between the prices of producers’ and consumers’: goods in the USSR 
appears smaller if United States prices are used for comparison, and 
larger if the price relationships in the USSR before the fundamental 
change in the Soviet price system are used. On the other hand, the dis- 
parity between the prices of consumers’ goods and wages appears so 
vast in the USSR relative to the United States, that useful comparisons 
are almost precluded. In comparisons of different years of the Plan era 
the best results might possibly be obtained by reducing all data to the 
prices and wages in a selected year of the Plan era itself. But the peculi- 
arity of the Soviet price system can not, of course, be revealed by such 
data. Here the Soviet prices and wages of the Plan era are expressed in 
prices and wages which existed in 1926-27 and 1928, the 1926-27 prices 

‘Various qualifying factors bave to be considered. Armaments, for example, are classed 
as producers’ goods in the USSR, yet the changes in prices of armaments after 1940 differed 
greatly from those of civilian producers’ goods. See below page 861. 
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being those which until 1949 were, and possibly still are, employed in 
the USSR in the preparation of the most important indexes. The prices 
of 1928 are those of the year before operations under the Five-Year 
Plans began. In using these data, one must remember that with a de- 
velopment typical of a country in the process of rapid change from a 
primarily agricultural to a primarily industrial economy, the prices of 
consumers’ goods would have been moving to higher levels relative to 
the prices of producers’ goods, and wages to higher levels relative to 
the prices of consumers’ goods. 

The difference between the 1926-27 and the 1928 price data used 
here as a yardstick was that producers’ goods were several per cent 
lower in 1928 than in 1926-27, while average wages were higher by 12.7 
per cent. The prices of consumers’ goods and the average freight rate 
were about the same in both years. 

While the price relationships which could have been observed during 
the Plan era until 1948 had been evolving for almost twenty years, and 
familiarity with them is the condition of any proper analysis of the 
Soviet economy, apparently the only clear-cut statement about them is 
one by Julius Wyler:* “The combination of official price-fixing and tax- 
ation cuts the economic body into two sectors, one of heavily taxed and 
high-priced consumption goods, and the other of lightly taxed and low- 
priced goods transferred to the government for investment, armament, 
and other purposes.” 


Price and Price-Wage Relationships 


Selected data on Soviet prices, wages, and freight rates are given in 
the accompanying chart and Table I. As stated, the USSR has not pub- 
lished a price index since 1930, nor were private indexes worked out. 
In the chart, price indexes for bread, steel, railway freight rates, and 
wages are given for dates as specified from 1928 to 1950 (steel and 
freight rates until 1949), with prices in 1928 taken as the base. In the 
table, Price indexes for these and other items are shown for specified 
dates in the more recent years 1947, 1949, and 1950 (producers’ goods 
prices only in 1947 and 1949), with prices in 1926-27 or 1927 taken as 
the base. 

While bread is assigned in the chart the réle of a representative of 
consumers’ goods, the increase in the price of bread in some or most 
years was greater than the weighted increase in all consumers’ goods. 
The increase in coal prices was about equal to that for all producers’ 
goods; but in 1949 they became much higher relatively than all pro- 
ducers’ goods. The indexes of common-steel prices throughout the whole 


*“National Economy of the USSR,” Social Research, Vol. XIII, 1946, pp. 506-7. 
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period have probably been rather close to those for all producers’ goods. — 

The price of bread in 1948 was 37.5 times as high as in 1926-27." The 
prices of some other consumers’ goods were even higher relatively. No 
important consumers’ goods showed an increase of less than 20-fold. 
The weighted prices of all consumers’ goods in 1948 were probably 
close to, perhaps above, 30-fold their 1926-27 base. On the other hand, 
the coal price in the Donets basin in 1948 was only about treble the 
1926-27 level, and that of common steel about 2.5 times as high. The 
weighted prices of all producers’ goods, fully free of turnover tax, may 
also have been above the 1926-27 base only by about 200 per cent. 
The average freight rate exceeded that of 1926-27 by little more than 
100 per cent. The average wages of the last few years are somewhat 
uncertain, but, as here accepted, the average nominal wage in 1948 was 
about 11-fold the 1926-27 base. Hence, nominal wages increased much 
less than half as strongly as the prices of consumers’ goods.* But the 
increase of nominal wages was very much greater than that of common 
steel and of the weighted prices of all producers’ goods. 

It has been mentioned that the relationships among the prices of the 
major groups of goods and between prices and wages as they existed in 
1948 were abnormal. But the discrepancies were only particularly pro- 
nounced in that year. They existed also in 1936-39, the only years 
during which the price relationships in the USSR might have been re- 
garded as normal. In 1939, for example, wages were 5.3-fold the 1928 
level; bread, 10.6-fold; coal, 3.5-fold; steel, 2.2-fold; and freight rates 
only 2-fold (coal prices since February 1, 1939; freight rates since 
April 1, 1939). 

The decline of the prices of producers’ goods relative to those of 
consumers’ goods during the Plan era, as revealed by the indexes, is a 
development generally to be expected in a country converting from a 
predominantly agricultural to an industrial economy. It cannot be over- 
emphasized, however, that the extent of this change was far greater in 
the USSR than has ever occurred under similar conditions. As for the 
development of the relationship between wages and the prices of con- 
sumers’ goods, it was in an opposite direction from what would be ex- 

* Deterioration in the quality of the bread by way of substantial increase in water 
content is ignored. 


*The living-cost index of the urban population rose moderately less than that of the 
prices of consumers’ goods because house rent, railway tariffs, and the charges for 
communal services and communications increased much less than the prices of consumers’ 
goods (in the aggregate these costs probably rose less than wages) and because of a large 
increase in gratis services of the state (education, health, and the like). But in no year 
of the Five-Year Plan era did the real incomes, including the state expenses on gratuitous 
services at their full value, reach the level of the pre-Plan era. Moreover, the receivers 
of the incomes are not likely to regard the cost of Communist propaganda, part of the 
education provided by the state, as full-value income. 
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Parce bevexes ror rue Sovmr Union, 1928-50* 
(1928 == 100) 


oa! prices 


Ravi freight rate 
'29 ‘31 "32 "33 "37 '386'39 “41 “42 ‘43 46 ‘47 '48 '49 
Estimated. 


o- 


* Officia] data except as noted, The price of bread is that of common (whole) rye bread, 
the cheapest kind. Official data on the bread prices in 1933 and 1934 could not be ob- 
tained. But, since the wholesale price of common rye flour was raised to 25 kopeks per 
kilogram by the order of August 25, 1933 and to 60 kopeks by an order of May 29, 1934 
(see Bulletin of the Economic Office of Professor S. N. Prokopovicz, XL, no. 115, Aug.- 
Sept., 1934, p. 18), it was assumed that the retail price of bread was raised to 25 kopeks 
per kilogram effective about September 1, 1933 and to 50 kopeks effective June 1, 1934. 

The price of coal is that of the grade PZh (Boiler Fat) of the Donets basin, the prin- 
cipal Russian coal area. The price of steel is a simple average between the prices of rail- 
way rails and I-shape special steel. The weighted prices of steel to all purchasers prob- 
ably declined by a few percent after 1928 and before April 1936 but this decline is 
ignored here. At the end of April 1950, certain reductions in prices effective January 1, 
1950 were announced; no details were given. They included steel products and railway 
freight rates. 

Wages are yearly averages for all workers and employees of the state and cooperatives. 
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pected under the same circumstances. Rather than increasing relative 
to the prices of consumers’ goods, wages declined, and declined, more- 
over, to a remarkable extent. 

The 1948 price and wage relationships have changed repeatedly 
since then. Some of these changes were so drastic as to create an 
entirely new situation. The changes are still coming, and it is impossible 
to foresee what all this leads to. 

Nominal wages probably remained practically unchanged in 1948-50. 
There were two major reductions of the prices of consumers’ goods 
(effective March 1, 1949 and March 1, 1950), in the aggregate quite 
substantial. Effective January 1, 1949 the prices of producers’ goods 
were hiked by amounts which for most important goods exceeded the 
combined increases of the whole preceding Plan era. The same hap- 
pened with railway freight rates. 

The following announcement was then made in the report of the 
Central Statistical Office for the first quarter of 1950, released on April 
27, 1950: 


Great successes . . . permitted the Government to reduce the wholesale 

- prices of metals, machinery and equipment, building materials, timber 
and lumber, and paper as well as the rates charged for electricity and 
railway freight rates effective January 1, 1950.° 


The reductions in the prices of consumers’ goods effective March 1, 
1950 still left the prices of consumers’ goods at a level not much less 
than double, relative to the 1926-27 base, that of the nominal-wage 
level. Not yet restored was the relationship between wages and the 
prices of consumers’ goods which existed say on January 1, 1940, i.e., 
before the 1940 price boosts. These boosts were designed to reserve a 
greatly expanded part of the current output of consumers’ goods for 
the enlarged armed forces and for the accumulation of reserves for the 
cuming war. Consequently, the price-wage relationships before the 1940 
increases may be regarded as the relationships of prewar years. A 
further narrowing of the spread between nominal wages and the prices 
of consumers’ goods, therefore, seems quite likely in the near future. 

The recent changes in the relationship of nominal wages to the prices 
of consumers’ goods are thus well in line with the policies pursued 
before the war. But this cannot be said of the relationships between the 
prices of producers’ and of consumers’ goods, and especially of the rela- 
tionships between the prices of producers’ goods and nominal wages as 
brought into existence by the recent changes. One can only greatly 

* Still further cuts in wholesale prices were later announced in Zverev's report on the 


1950 budget for “materials [the concept materials is very wide in the USSR], equipment 
[equipment does not need to include machinery], and tariffs for transportation [probably 


by truck ].” 

a 
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regret that not even a hint of the official reasens for the price changes 
can be found. ; 

The revision of the prices of producers’ goods and of freight rates 
effective January 1, 1949 was overdue, having been delayed by the dis- 
turbed conditions of the war and early postwar years. It could have 
been confidently anticipated that the price and rate boost would be 
strong when it came, but the actual extent of the increase exceeded my 
expectations. In one sweep coal prices were raised by 232 per cent, to 
become 10-fold their 1926-27 level. Steel, timber, and lumber prices 
were brought to levels respectively 7.3-, 6.3-, and 7.5-fold those of 
1926-27. Although the price increases of certain other goods, especially 
machinery, were less drastic, the prices of all producers’ goods were at 
least doubled and may be assumed to have become 6- to 7-fold those 
of 1926-27. The average freight rate in effect since January 1, 1949 
apparently exceeds the 1926-27 rate by 400 per cent or more. 

The prices of producers’ goods were very high in 1926-27 and also in 
1928, relative both to the prices of consumers’ goods and to wages. Yet 
the increase in coal prices from 1928 to 1949 was larger than that in 
wages. While the indexes of steel prices in 1949 did not reach those of 
wages, the steel prices, after the early ’thirties, were never as high rela- 
tive to wages as they became after January 1, 1949. The wage index 
(1928 = 100) exceeded the steel-price index by the following per- 
centages: 


July 1, 1936" 57 
July 1, 1940* 119 
January 1, 1949" 35 


*The years selected are those in which steel prices were raised. Speciiically, July 1 
was used twice because the average yearly wage used in the index may be considered best 
applicable to this date. 


The fact that extensive reductions of the prices of producers’ goods 
and cuts in freight rates were made only one year after the previous 
prices and rates were put into effect stamps the 1949 action as a 
blunder. Furthermore, the fact that not all prices were reduced in 1950 
indicates that either a proper tie-in among the prices of various pro- 
ducers’ goods was not reached in 1949, or, if this was the case, that the 
tie-in was again disrupted in 1950. However, since the rate of the 
decline in the prices of such producers’ goods as were reduced effective 
January 1, 1950 was not disclosed in the announcement, and the new 
prices also cannot be found otherwise,* a more detailed analysis of the 
existing relationships among prices and wages must be postponed to a 
more opportune time. 


*The same is true of the price reductions effective July 1, 1950. 


ti 
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Implementation 

The high level of the prices of consumers’ goods has been brought 
about mainly by three factors: 

a. The cost of farm products, serving as raw materials for most con- 
sumers’ goods, was somewhat higher to industry than the prices of 
nonagricultural raw materials over long periods of time; 

b. Profits are typically larger or losses smaller in consumers’-goods 
industries than in the industries producing means of production; 

c. Turnover taxes. 

Turnover taxes are the most important of the three factors. Un- 
fortunately, Soviet publications containing the most recent rates of 
turnpver taxes seem not to be available in the United States. One can 
cite only the rates in effect before the war, but no fundamental changes 
in this respect seem to have occurred since. Typical rates of turnover 
taxes on consumers’ goods were as follows: 


Taste Tax Rates 


Date Effective 
or Ordered 


Commodity Per Cent Price Basis 


i 
j 
Beef | 67-71 retail | Jan. 24, 1940 
| 
| 
| 


Butter 
Sugar 
Salt, bulk 


60-66 retail 
73 retail 


Apr. 10, 1940 
Jan. 24, 1940 
70-80 wholesale 1, 1904 
Cigarettes 75-88 wholesale 
Vodka retail 
Cotton goods: 
Calico 55 wholesale 1, 1937 


1, 1938 
| 

Others | 62-65 wholesale | 1, 1937 
| 
| 


1, 1940 


Shoes from taxed 
chrome leather 26-40 retail 
Soap from untaxed fat: | 
Laundry 61-71 wholesale Mar. 1, 1936 
Toilet | 67.505 | wholesale Mar. 1, 1936 


July 11, 1940 


For wheat, under obligatory delivery, the state paid to the producers 
10-15 kopeks per kilogram (1949 harvest), and sold good white flour at 
570 kopeks per kilogram after the latest cut effective March 1, 1950. 
All consumers’ goods combined are burdened by turnover taxes to the 
extent of about 60 per cent of the retail prices. 

Even if no interest is counted on the capital owned by state enter- 
prises, taxes of such proportions as 60 per cent of the retail price can 
not fail to enhance the retail prices more than 2.5-fold. The Soviet idea 
that the turnover tax is not a tax but a form of profit of the socialized 
economy can properly be ignored. In any case it does not alter the 
price-boosting effect of turnover taxes. 
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The compulsory measures whereby wages are kept at a low level 
relative to prices of consumers’ goods in a country rapidly shifting from 
agriculture to industry need not be discussed here. 

The relatively low level of prices of producers’ goods in years follow- 
ing 1928 reflects: 

a. The relatively high level of these prices in the base year; 

b. Substantially increased labor productivity ; 

c. Almost complete absence of rent for the exploitation of natural 

resources. 

d. Absence of any interest charges in the USSR except for the small 
amounts of borrowed capital, on which only low interest rates are 
charged; 

e. Insufficient depreciation charges; 

f. Small profits in such industries as yield profits at all; 

g. Large deficits in most industries over long periods of time, cov- 
ered by subsidies from the treasury. 

All or most of the enumerated influences also benefit the prices of 

consumers’ goods, but do so in much smaller, degree. 

Subsidization to cover deficits is the most important factor enu- 
merated. The huge deficits incurred by producers’-goods industries 
during all or most of the Plan era are a matter of record; formerly, the 
exact amounts of these deficits were disclosed. The average selling price 
of coal was around 10 rubles per ton in 1933; the production costs, how- 
ever, were 18.43 rubles.’ When the coal price was doubled effective 
April 1, 1936, the coal industry remained in deficit, and, if the deficit 
was removed by the further price boost of more than SO per cent effec- 
tive February 1, 1939, this status is unlikely to have lasted for more 
than a few months. The prewar situation was more or less similar in 
many other producers’-goods industries. 

The prices of most producers’ goods remained unchanged all through 
the war and postwar years until December 31, 1948. Wages, however, 
rose by some 75 per cent, productivity of labor declined, and production 
costs in the producers’-goods industries may well have more than 
doubled." The huge boost in prices of producers’ goods effective Janu- 
ary 1, 1949 is in, itself a clear indication of the large deficits in 1948 
and preceding years. 

In 1948, the budget assigned to industry 94.1 billion rubles. Of these, 
39.7 billion rubles were earmarked for capital investments and 8.5 


'V. Shemyatovskii, “The Fuel Base of the USSR in 1934,” Planned Economy, Nos. 
5-6, 1934, p. 60. 
*The average cost of a ton-kilometer to the railways increased by slightly more than 


100 per cent during 1940-47, according to official data, in spite of the unchanged prices 
of coal and steel. 
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billion for enlargement of the variable capital, a total of 48.2 billion 
rubles. The balance, 45.9 billion rubles, in any case almost all of it, was 
subsidies. A certain amount of losses was also covered from the profits 


of those sectors of the industry which yielded profits. 
Effects of the Price System 


Tha 
siphoning of the purchasing power from private consumers to the state 
and thence to new investment, “defense,” expenditures on education, 
health, etc. About 80 per cent of the money incomes of urban wage 
earners is spent in the market for consumers’ goods. With price and 
wage indexes as they stood in 1948 (1928 = 100), it may be said that 
the state paid a wage earner 100 rubles, got back 60 rubles chiefly via 
turnover tax, and bought with the 60 rubles about 100 rubles worth of 
investment or “defense” goods. 

With the help of the price and wage system the state concentrates in 
its hands tremendous financial power. The 1948 consolidated budget, 
i.e., the state budget including the budgets of the republics and local 
governments, constituted not less than two-thirds of the total national 
product or income. About 60 per cent of the budgetary income, or 40 
per cent of the national income, was obtained by way of turnover taxes. 
The most important budgetary expenditures merit more detailed analy- 
sis because they are frequently misinterpreted (see below). 

The cheapness of producers’ goods relative to the cost of labor, 
though artificial, affects calculation of costs as if it were real. This effect 
is the larger because under Soviet conditions cheapness of investinent 
relative to labor is in any case fostered by the fact that no interest or 
land rent is changed. Insufficient depreciation operates in the same 
direction. These factors in conjunction with the low prices of invest- 
ment goods relative to the cost of labor make certain labor-saving 
devices, which are unprofitable in countries with real wages several 
times higher than in the USSR, appear to be profitable in the Soviet 
Union. There are naive people in the United States and Great Britain 
who, not realizing the underlying artificial causes, speak with reverence 
of the water-power and railway-electrification projects undertaken in 
the USSR, projects which would be unprofitable in the United States 
or Australia, two countries with the highest consumption levels. The 
artificial causes are, of course, in the last analysis the outcome of such a 
real thing as savings in the USSR of such huge proportions as are not 
attainable without the ruthless Soviet dictatorship. Countries with very 
low wages are normally countries with very small investments, notably 
with few machines and a great amount of hand labor. They are, there- 
fore, backward, weak countries. The great power of the Soviets lies in 
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the combination of very low payment of labor with huge investments, 
specifically with a great deal of labor-saving meeummatan This combina- 
tion is attained via the price system. 

Since the means of production have for a long time been very cheap 
relative to the cost of labor, production costs are naturally the lower, 
the smaller the proportion of new labor in total production costs. Ac- 
cordingly, coal prices could not have been held at as low a level as steel 
prices. 

The price system explains the fact, contrary to expectations at first 
glance, that in spite of severe exploitation of the peasants by the state, 
the costs of agricultural products to the state, and consequently the 
prices at which the state turns over these products to the processing 
enterprises, are higher than the prices of industrial raw materials.” The 
expenditures of the collective and other peasants consist almost ex- 
clusively of labor costs. The expenditures of collective farms, except 
for payment in kind for the services of the Machine-Tractor Stations, 
are also made up predominantly of labor costs. The prices realized by 
the farm producers for the goods they sell must therefore be on a par 
not with the prices of producers’ goods, but at least with the wages of 
hired labor. This is roughly what the state pays to cotton growers. With 
reference to grain and livestock products, the government pays much 
less, in the expectation that producers will compensate themselves in 
kolkhoz markets, where they get even higher prices than the tax- 
burdened prices of government and cooperative trade. However, the 
increase in weighted average prices received by producers of agri- 
cultural commodities for all their sales does not fully measure up to the 
increase in the wage level. Also, the arrangements with the state-owned 
Machine-Tractor Stations are unprofitable for them. These and some 
other factors spell discrimination against the peasants relative to wage 
earners who themselves are not accorded good incomes. 

Whoever tends to be enthusiastic that Soviet manpower is not dissi- 
pated in the operations of selling and distribution may be disappointed 
to know that this phenomenon is due largely to the very low level of 
wages relative to the prices of consumers’ goods. The daily wage of a 
salesman in a shoe store in 1948 was only about 7 per cent of the price 
of a pair of shoes. In 1928, that percentage was about three times as 
high; and in the United States in 1948 it was more than ten times as 
high. 

The Real Worth of the Budgetary and Other Expenditures 


In view of the immense disparity between the prices of producers’ 


* This, however, is true only of the time before the prices of industrial raw materials 
were raised greatly, effective January 1, 1949. 
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1 
4 


JASNY: THE SOVIET PRICE SYSTEM 857 


and of consumers’ goods, and between the various price groups and 
wages, especially as they existed before the price changes made in 1949 
and 1950, comparisons based on the assumption that one Soviet ruble 
equals another ruble inevitably led to flagrant errors. Fortunately, the 
need for adjustments to make the data in current prices comparable has 
recently been recognized. Paul Baran eliminated the proceeds of the 
turnover taxes in computations of national income.’* The same ob- 
viously ought to be done in other dealings with the ruble, especially in 
comparing ruble sums containing greatly varying amounts of turnover 
tax. 

The goods the output of which is subsidized from the budget, the 
goods produced from subsidized raw materials, and the subsidized 
services flow in different proportions to the various uses. The new 
investments and “defense” expenditures are undoubtedly the principal 
beneficiaries. Those who treat a ruble spent by the state from the 
budget and other sources the same as another ruble ought at least, along 
with excluding turnover taxes, to apportion the state subsidies and add 
them to the items which ultimately benefit from them. Unfortunately, 
neither the exclusion of turnover taxes nor the apportioning of subsi- 
dies can be done exactly. 

There is no doubt that by excluding turnover taxes and apportioning 
subsidies, the comparability of various sums in rubles can be considera- 
bly enhanced. The value of such computation is nevertheless very 
limited because the data obtained for different years would not be 
comparable even if the adjustments could be made perfectly. 

Adjustment of the sums in current prices for turnover taxes and 
subsidies is needed because the prices in which the sums are expressed 
remain unknown. Having ascertained those prices, the writer could 
follow another path of analysis—conversion of the sums in current 
prices to other and much more normal prices. The 1926-27 prices were 
again used for this purpose. It is to be granted that for comparison of 
sums in current prices of one Plan year, the procedure by way of ad- 
justment for turnover taxes and state subsidies may yield as good re- 
sults as those obtained by the procedure here followed. Since the writer 
undertook the tiresome study of Soviet prices for getting a picture of 
the Soviet economy during the whole Plan era, the procedure of con- 
verting sums in current prices to sums at 1926-27 prices is followed 
also here, although the data of one year only are analyzed. 

The budgetary and other expenditures of 1948 will here be subject to 

* See Paul Baran, “National Income and Product of the USSR in 1940,” Rev. Econ. 
Statistics, Vol. XXX (Nov., 1947), pp. 229-30. More elaborate adjustments were made by 
Abram Bergson in a study which was published after this article had been concluded. See 


“Soviet National Income and Product in 1937,” Quert. Jour. Econ, Vol. LXIX (Aug., 
1950), pp. 408-41. 
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scrutiny. Analysis of the data of 1949 or 1950 would involve additional 
difficulties."* Before turning to the figures themselves, a few words on 
the nature of the data are in order. Investments, as handled in the 
Soviet Union, include the investments in armament factories, military 
airfields, barracks, school, hospital, and administrative buildings, and 
the like. While investments in school buildings are in addition to the 
direct appropriations on education, out of these appropriations, in addi- 
tion to support of propaganda and press, are financed military schools, 
academies, and possibly all, or part of, the atomic-bomb research. 
Veterans’ help, a part of the defense budget in the United States, is 
part of “social-cultural” expenditures in the USSR. Part of the ap- 
propriation for the MVD (Ministry of Interior), better known as the 
NKVD, is likewise to be considered an item of the defense against the 
external rather than the internal enemy. Tractor prices were raised 
greatly in 1944 and subsequent years—in the midst of policy of un- 
changed prices of producers’ goods. Since tractors are to a large extent 
produced by the same factories as produce tanks, there is a probability 
that a certain compensation was provided in this way for the severe 
cut in prices of tanks during the war. This would of course imply that 
“defense” expenditures are also found under the appropriations for 
agriculture. There is a possibility that the expenditures for military 
hospitals, sanatoriums, etc., are covered from general appropriations 
on health services. Hence, in addition to expenditures earmarked in 
the budget for defense, the following expenditures serve the same 
purpose: 

a. Part of the expenditures on the NKVD; 

b. At least such expenditures on durable goods of defense character 
as military airdromes, barracks, etc., which would be covered from 
the military budget in the United States; 

c. Veterans’ help; 

d. Expenses on military schools, financed from the appropriation for 
education ; 

e. Possibly items in appropriations for agriculture, health services, 
and so on. 
“In addition to the considerations stated on page 852, an important further reason 
for this is that the writer cannot decide how the defense expenditures were prevented from 
ruing by more than 19.3 per cent from 1948 to 1949, in the face of the great increases 
in prices of producers’ goods and freight rates. While the armed forces buy large amounts 


of civilian goods greatly enhanced in price in 1949 and must also pay much higher rates 
for transportation, they gain little, if anything, from the cut in the prices of consumers’ 


goods. One cannot help thinking that with an increase in appropriation of only 193 | 


per cent, the armed forces could not have paid for armaments prices raised even remotely 
as much as the prices of producers’ goods. But the writer hesitates to proceed on the 
assumption that the prices of armaments did not share in the great 1949 boost at all or 
were raised but little. 
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Only the defense expenditures so earmarked are considered in the 
subsequent analysis. 
All new investments in 1948 amounted roughly to 91 billion rubles:" 


Taste —Lyvesrment uw 1948 


State investment in fixed capital 
State investment in variable capital 
All other, including investments by collective farms 


Total 


* A. Zverev (the Finance Minister), “State Budget of the 4th Year of the Postwar Five- 
Year Plan Period,” Planned Economy, 1949, No. 2, p. 32. Unfortunately Zverev failed to 
state whether the figures covered al! investments into Br capital or the so-called centralized 
investments only, but since in his 1947 budget report Zverev mentioned that the investments 
as stated by him were the centralized ones, and did not repeat this qualification in his 1948 
and 1949 reports, it is assumed here that the goals for capital investment of the reports for 
1948 and 1949 were such for all capital investments. This, of course, is by no means certain. 

» Estimated. The Pian for 1948 called for an increase of 17.1 billion rubles. See Zverev's 
report on the 1948 budget. 

© Estimated. 


Figures for total investments are in circulation which exceed those 
shown in the tabulation considerably more than by the subsidies, by 
which they have to be higher. Aside from some other improper items, 


those estimates include in capital investments a great volume of subsi- 
dies which should properly be charged to defense. 

The 1949 budget gave the 1948 expenditures on the armed forces as 
66.3 billion rubles. All so-called “social-cultural” expenditures from 
the 1948 budget were stated to have amounted to 105.6 billion rubles, 
of which 55.1 billion rubles were on education.” Thus, ruble for ruble, 
the expenses on “education” were close to those on “defense.” 

All the above figures are in current prices and will now be converted 
into 1926-27 prices. It can not be emphasized too strongly that these 
conversions can not be made exactly. Yet they are based on an extensive 
price material’* and may very well reflect a proper general order of 
magnitude. 

For the state investments into the fixed capital, 3.1 is used as the 
coefficient, by which the 1948 fixed investments in current prices are 
to be divided to obtain the same value in 1926-27 prices. The f.o.b. 
prices of building materials produced by the centralized state industry 
in 1948 were only about 2.5-fold those in 1926-27. But the cost of all 


“AD investments rather than those financed from the treasury are considered here; the 
latter constitute the bulk of them anyway. 


"A. Zverev, “State Budget of the 4th Year of the Postwar Five-Year Plan Period,” 
Planned Economy, 1949, No. 2, p. 48. 


“The material will be published in the Essays on the Soviet Economy now in preparation 
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principal building materials to the building organizations at the place 
of construction was about 3.75 times as high as these. At first glance, 
one would expect the cost of construction as a whole to have risen dur- 
ing the Plan era more than the cost of building materials to the con- 
struction organizations, in view of the much greater rise in the cost of 
labor. But this is not the case. Construction costs were exorbitantly 
high in 1926-27 (with 1913 = 100, the index of construction costs stood 
at 270) and considerable savings in material and labor could have been 
effected in subsequent years; part of the savings, it is true, was achieved 
by quality deterioration. The cost of construction as a whole to the state 
is assumed to have risen 3.5-fold from 1926-27 to 1948. 

Machinery other than farm nachinery also was very expensive in 
1926-27. As with the building-material industry, the machinery indus- 
try was heavily subsidized in 1948 both directly and indirectly by way 
of provision of subsidized raw materials at low prices. The price in- 
crease of machinery from 1926-27 to 1948 is assumed to have been 
2.2-fold. 

The combination of the 3.5-fold increase in construction costs and 
2.2-fold in machinery yields the 3.1-fold increase of the costs of state 
investment into fixed capital as a whole—a figure which on first glance 
strikes one as queer. With much larger coefficients used for converting 
the other two items of investment (see Table III), the conver- 
sion rate for all investment becomes equivalent to 3.8. 

So far as I am aware, nothing is officially disclosed about the composi- 
tion of the expenditures on the armed forces. With reference to the 
prices of armaments, definite evidence exists only of a cut in these 
prices to less than half during the war. It is, furthermore, reasonably 
certain that the prices of munitions, once reduced, were not raised 
again-—at least until the end of 1948. It seems also certain that the 
armed forces are fully or largely relieved from payment of turnover 
taxes, but the exact extent of this relief unfortunately cannot be estab- 
lished. 

While the personnel of the Soviet armed forces is large (commonly 
estimated at 4,000,000), the expenditures on its wages and, because of 
exemption from most or all of the turnover tax, on its upkeep are rela- 
tively small. They may be roughly estimated at 10 per cent each of the 
total expenses earmarked for the armed forces. Most of the balance, 
and consequently close to three-fourths of the total, is expended in the 
markets where the ruble has high purchasing power, namely on arma- 
ments that are classified as producers’ goods in the USSR, and on trans- 
portation.” 


“Motor fuel is expensive in the USSR, but most of its price is tax and it is to be 
assumed that the armed forces do not pay this tax. 
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On the basis of official data, it is clear that armaments before the war 
were rather expensive in terms of the so-called “unchangeable 1926-27 
prices,” by comparison with the prices of producers’ goods to which 
they belong in the Soviet classification.“* The official plan for 1941, 
which has become available only recently, shows that armaments were 
expensive also in actual or current prices before the war.’’ But the pre- 
war prices of armaments were cut to less than half during the war.”* It 
appears reasonable to assume that after those cuts armaments became 


substantially cheaper than comparable producers’ goods. 


Upkeep 
Various expenses 
Armament and freight transportation 


Total 


The 1948 defense budget was scheduled with a reduction from 66.4 
billion rubles to 66.1 billion rubles. Zverev in his report did not neglect 
to emphasize that at comparable prices the decline would have been 
equivalent to 2.5 billion rubles. In a similar way the 1947 budget report 
claimed that the defense expenses would have gone down 17.4 billion 
rather than 5.6 billion rubles (the scheduled decline), unless the food 
prices and the pay of the men in the armed forces had increased. These 
facts leave little doubt that, if some other price increases had affected 
the defense budget of postwar years, the budget reports would not have 


“Such data are, for example, the impossibly large value of the total industrial output 
in terms of “unchangeable 1926-27 prices” during the war years, and the great drop in 
the value of the total industrial output in those prices from 1945 to 1946, which accom- 
panied the great shift from armament to civilian production. 

* According to the plan, the output of the defense industries was to amount in 1941 to 
31,880 million rubles at “unchangeable 1926-27 prices” and to 40,300 million rubles at 
current prices. 

*N. A. Voznesenskii, then President of the Gosplan, said that the prices of the war 
industries declined by 28 per cent to 1942 (War Economy during the Patriotic War, 
Moscow, 1947, p. 127). According to A. Zverev, the Soviet Finance Minister, the prices of 
military equipment delivered to the front were reduced to less than half during the war 
(“Soviet Finances and Socialist Construction in the USSR,” Finances of the USSR for 
20 Years, |Moscow, 1947], p. 70). K. Plotnikov specified that the decline to less than 
half occurred, in the war years through 1944 (The Budget of the Socialist State [Mascow, 
1948], p. 252). Sh. A. Turetskii (/ntraindustrial Accumulations in the USSR (Moscow, 
1948], p. 134) spoke of “a 2-3 fold cut in prices of the principal types of war techniques.” 


See also A. Kursky, The Planning of the National Economy of the USSR (Moscow, 1949), 
p. 187. 
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Tasre “Derense” Exvenvitvres in 1948 
Current 1926-27 | Conversion | 
Rubles Rubles | Factor 
Pay | 7.0 0.63 il | 
| 7.0 0.7 10 
7.0 0.7 10 
| 45.3 15.1 | 3 
| 66.3 17.1 


862 THE AMERICAN ECONOMIC REVIEW 


failed to mention the fact. There is a reasonable certainty that the 
writer goes too far in using for armaments and similar items of the de- 
fense expense with low conversion factors, such as freight rates, the 
conversion factor 3 from 1948 to 1926-27 prices. So reasoned the 
detlations of the 1948 expenses on the armed forces to 1926-27 prices are 
made (in billion rubles) in Table IV. 

The expenses on education consist of wages to a considerable extent. 
Part of the balance is spent in the markets where the ruble has high 
purchasing power, as on coal and electricity; another part is spent in 
markets of medium purchasing power, as on professional clothing; and 
part is spent in the markets where the ruble has low purchasing power, 
as on foodstuffs. A conversion factor of 10 is used to reduce all 1948 
expenses on education to the 1926-27 level. Wages alone would have 
to be deflated with the factor 11 and possibly with an even larger one 
because in prewar years for which data are available the average wage 
of the personnel in educational services was increasing more sharply 
than the average wage of all wage earners. 

Hence the analysis yields the following results for the new invest- 
ments and expenses earmarked for “defense” and education in 1948 
(in billion rubles): 


Taste V.—Tueze Exrenvitvure Items tn 1948 


oa Actual Deficted to 


Expenses 1926-27 prices 
New investment 91.2 24.2 
“Defense” 66.3 17.1 
Education 55.1 8.5 


The expense on education is reduced from a figure not much below 
that on “defense” to a figure only one-third of it. If the expenses on 
“defense” shown under NKVD, new investments, education, and other 
items are considered, the total of such expenditures turns out to have 
been in 1948 more than 4-fold those on education proper. But the edu- 
cational expenditure remains high even after the expenses on propa- 
ganda, military schools, and other extraneous matters are eliminated. 
Only taxes such as those of 70-80 per cent of the wholesale price on salt 
can put into the hands of the state the means to expend so much on edu- 
cation in as poor a country as the USSR—over and above the huge 
expenses on investment and “‘defense.’’ 

In terms of prices and wages in the United States, the 1948 expenses 
on education, relative to those on investment and “defense” would be 
much higher than in terms of 1926-27 prices, in view of the large pro- 
portion of wages in the item education and the high wages in the United 
States, relative to the costs of investment goods and armaments. In terms 
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of 1948 ruble prices and wages adjusted for turnover taxes and subsi- 
dies, the difference between the cost of education on the one hand and 
investment and “defense” on the other might have been even greater 
than in terms of 1926-27 prices. The huge difference between those cost 
groups is clear without much analysis. Of what the state paid to the 
teachers, it got a lion’s share back in the form of turnover taxes. The 
real costs of investment and especially of “defense,” on the other hand, 
were much higher than those shown in the budget and other accounts, 
owing to the large direct subsidies to the respective goods and indirect 
ones to the materials of which they were produced, to the tansportation 
system used mainly for them, and so on. 
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THE UNITED KINGDOM AFTER DEVALUATION 
By Marcaret 


A depreciation of one of the major currencies of the world by as 
much as thirty per cent obviously creates a new situation in which large 
structural changes might be expected and eleven months is a very short 
time in which to discern the new pattern. The invasion of South Korea 
and the new proposals of the British government for a renewal of 
Mutual Aid make it interesting and important to evaluate the viability 
of the United Kingdom after the devaluation of sterling. 

Since the end of the war, people in the United Kingdom have had the 
sensation, from the economic point of view, of walking a tight rope, or 
of walking near the edge of a precipice or whatever analogy best implies 
the feeling that some external change, a push from the outside world, 
might produce an unmanageable situation domestically. 


Early Phases of the Dollar Problem 


For some time there was disagreement over the character and the 
depth of the precipice. The “Fuel Crisis,” February 1947, and the 
“Convertibility Crisis,” July 1947, clarified this issue. The most serious 
effect of the breakdown of fuel supplies was the loss of exports it in- 
volved. The attempt in July, 1947 to carry out the terms of the Loan 
Agreement by the introduction of full convertibility of sterling caused 
a run on the pound, largely fed from the sterling balances, and the 
exhaustion of the U.S. line of credit had brought the United Kingdom 
within one month of the total exhaustion of its gold and dollar reserves. 

The dominant feature in British thinking prior to the devaluation of 
sterling in September, 1949 was the dollar gap. The precipice was the 
danger of being unable to lay hands on sufficient gold and dollar ex- 
change to finance necessary imports from the western hemisphere. The 
imports were necessary (a) to provide sufficiency of raw materials to 
maintain full employment and (b) to provide a sufficiency of food 
imports to avoid a domestic inflationary spiral: It was felt that the 
demand for increased money wages would have been irresistible in the 
face of widespread increases in the price of food. The official policy of 
“switching” from dollar to non-dollar sources of imports, so actively 


* The author is a fellow of Somerville College, Oxford University. This paper was presented 
as a lecture at Stanford University in August, 1950. 


| 

i 

i 

a 


HALL: THE UNITED KINGDOM AFTER DEVALUATION 805 


pursued since devaluation, was only carried out gradually earlier 
partly because the flow of world production outside the western hemi- 
sphere had not yet been resumed; partly because the United Kingdom 
was not sure how far the policy of “non-discrimination” to which it was 
committed under the financial Agreement proscribed such a policy of 
switching; but primarily because it did not, until the convertibility 
crisis, take the “dollar gap” sufficiently seriously. 

What was the situation on the eve of devaluation? By 1949, con- 
siderable success had been achieved in the problems of reconstruction. 
By December, 1948, the volume of exports had risen to about 150 
per cent (old index) of the 1938 level and was thus approaching the 
target of a 175 per cent increase over prewar which was considered 
sufficient to offset the wartime loss of investments and to meet new 
indebtedness. It had been found possible to keep full production with 
a smaller volume of imports than prewar, partly by consumer rationing 
and partly by reducing timber and paper imports. 

Thus the country was, by December, 1948, for the first time in the 
postwar period in over-all balance on its foreign account. It was not, 
however, in equilibrium on foreign account, since this would imply that 
a sterling asset was just as good as a dollar debt and it was the fact that 
this was not so which constituted the dollar problem. What was ex- 
portec to the sterling area, even where physical imports were received 
in full in return for these exports, did not enable the country to replace 
the necessary dolar imports. Considerable repayments (at least £300 
million out of about £3,650 million) had been made of the sterling 
balances and, though they were still formidable, they were proving less 
of drain than had been expected. The repayments referred to above 
were, irideed, only made possible because of the amounts received from 
America, but part of this had been passed on and was thus improving 
the long-term outlook. 


The Domestic Economic Situation 


Meantime, full employment, which had been a primary objective of 
the Labour government, was revealing great advantages as well as some 
disadvantages. 

The advantages were that production maintained a steady and rapid 
rise which seemed to be due partly to the confidence both of employers 
and workers that there would be jobs and markets for all who were 
even moderately efficient. This overcame the tendency to restrictive 
practices both by labour and management which had been such a fea- 
ture of the interwar period. At the same time, the high level of invest- 
ment in itself led to a steady improvement in plant and machinery and 
this, in turn, strengthened the growth of output. Industrial production 
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was, in 1948, 21 per cent above the level of 1946 and somewhere about 
the same level above 1938. In addition, though there was room for a 
further redistribution of labour, it appeared that the paralysing effect of 
full employment on the mobility of labour, which had been predicted, 
had not shown itself: There was a high (almost too high!) degree of 
intraregional mobility of labour: inter-regional mobility was low but 
this was attributable directly to the housing shortage: itself the out- 
come of full employment incomes plus rent control plus the absence of 
new construction during the war. 

The main disadvantage of full employment was associated with a 
marked tendency towards inflationary pressure. In early 1949, though, 
it began to look as though the disinflationary process set in motion by 
the Cripps Budgets was bringing the system into balance. Production 
had recovered; the period of Daltonian Ultra-Cheap money had been 
terminated in late 1947; the pressure of wartime accumulations of 
liquid assets had become manageable. 

At this time, then, economists and politicians alike were disposed to 
overlook an underlying and chronic weakness of the U.K.’s economic 
position. Domestically, this weakness was that the introduction of ex- 
tended social services in the face of the inflationary pressures, created 
by achieving a surplus on foreign account together with a rapid in- 
crease in investment, had brought taxation to levels much higher than 
had hitherto been considered possible in time of peace. Higher taxes in- 
duced further dissaving and there was, therefore, a danger of a vicious 
circle and of having in effect, reached the limits of taxable capacity. The 
proportion of the national product taken in taxes has risen to nearly 40 
per cent by 1949. Such was the character of the domestic weakness. 


The Dollar Problem in 1949 


The chronic problem on foreign account was, as noted above, the 
dollar gap. This was partly a supply problem and partly connected 
with the sterling balances and exchange control or convertibility. The 
supply problem came from the fact that the prewar pattern of produc- 
tion had not re-etablished itself. Trade with the iron curtain countries 
was difficult and uncertain. European production had not recovered to 
prewar levels. Production in the rest of the non-dollar world, notably 
the Far East, was also well below prewar levels. Thus the United King- 
dom apparently could not obtain the supplies necessary to maintain 
production without drawing largely on the United States and Canada 
and seemed unable to earn the dollars necessary to get these essentials. 
Marshall Aid in 1949 was declining but there were grave doubts about 
whether the need for dollars would decline at the same rate. The same 
problem in some form or other was noticed all over the non-dollar world 
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and this meant that anyone who held or could obtain sterling, preferred 
to have dollars. Thus a great variety of arrangements were made (the 
mechanics of the sterling area) to limit the use of sterling; the sterling 
area countries, which were allowed to convert sterling into dollars at 
will, had the same sort of strict governmental control over imports and 
dollar expenditure that were in force in the United Kingdom. Other 
countries were either entirely prevented from getting dollars for ster- 
ling or had gold points contained in bilateral monetary agreements 
which themselves led to restrictions by the United Kingdom on their 
sterling earnings. This very complicated system of exchange control 
and import restrictions which had been built up to buttress sterling was 
becoming increasingly difficult to enforce. 

It was in these circumstances that the inventory recession in the 
United. States at the end of 1948 and the early part of 1949 took place. 
It showed how vulnerable the U.K. position was. It led first to a sharp 
fall in the earnings of sterling area primary products; then to a sharp 
reduction in U.K. exports to the United States and to a less extent 
to Canada; and finally to attempts to move capital from sterling hold- 
ings by running down working balances and other devices which caused 
a steady and growing fall in the U.K. reserves. 


Devaluation of Sterling and the State of Reserves 


It was in these circumstances that devaluation tcok place on Sep- 
tember 18, 1949, Devaluation stirred the country to the depths: it was 
a very unpopular act from which the personal popularity of the Chan- 
cellor of the Exchequer has not, in the short run, recovered. Subsequent 
events, however, may reasonably be said, as against those who held at 
the time of devaluation that it was in itself undesirable and was forced 
by the instability of U.S. capitalism and by unpatriotic capital move 
ments, to support the minority who held that the step was in itself right 
and proper from the economic point of view. A great international trad- 
ing nation ought not to allow itself to be shaken to its foundations by 
a slight puff of adverse economic weather from the United States or any 
quarter. While the United States will probably never again suffer a 
depression of the magnitude of the 1930’s, it is also probable that this 
dynamic free enterprise economy simply does not think it worthwhile to 
submit to a degree of government intervention sufficient to eliminate 
periodic fluctuations of the kind that took place early in 1949. It follows 
that the United Kingdom had better dispose its -conomic affairs in such 
a way as to be able to sustain price and output movements of this order 
of magnitude in the United States. Anyhow, the events of 1949 finally 
convinced the government that the methods previously adopted to 
stimulate dollar earnings and dollar savings could not be successful 
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at a tolerable level of trade, given the existing relation between sterling 
and dollar costs. By devaluation that relationship was changed. 

In the year after devaluation, by far the most striking and welcome 
result of devaluation was that, at least for the time being, the “dollar 
gap” has been eliminated. The net gold and dollar deficit of the sterling 
area which was running at the quarterly rate of more than $1,000 mil- 
lion in 1947 and $420 million in 1948 rapidly yielded to the devaluation 
medicine. The sterling area deficit on dollar account was reduced to $31 
million during the last quarter of 1949, immediately after devaluation, 
and gave way to an earned surplus of $40 million in the first quarter of 
1950. The latest official statement on July 5 shows an earned surplus of 
no less than $180 million for the April-June quarter, 1950. I used the 
term earned surplus to indicate that Marshall Aid is not included. In 
the eleven-month period since devaluation, in addition to the above 
earned surpluses, the whole of the amounts received from Marshall Aid 
and from the Canadian credit during this period have been added to the 
Bank of England reserves. As a result, the reserves have risen from 
their low point just before devaluation, early September 1949, of 
$1,340 million, to $1,984 million at the end of March, 1950, and to 
$2,422 million at the end of this June. Thus, the level of the gold and 
dollar reserves at the end of this June, 1950, the latest published infor- 
mation,’ was almost as high as it was on V/J Day ($2,476 million 
December, 1945) and had returned to the level referred to by the 

Chancellor of the Exchequer as the “minimum safety” level, that is 
around $2,400 million. The United Kingdom, it was generally felt, had 
moved back from the edge of the precipice. 

It is difficult to exaggerate the degree to which absolute smallness of 
the U.K. reserves of gold and dollars in the postwar period, by giving 
no margin wherewith to sustain short period dislocations (like the 
U.K. inventory recession early 1949), had contributed to the weak- 
ness of sterling in the postwar period. For example, at the rate of loss 
which followed free convertibility, in July, 1947, the reserves would 
have been completely exhausted in about one month. 

It should be borne in mind in this connection that the U.K. 
gold and dollar reserves are the reserves of the whole sterling area. 
When members of the sterling area earn gold and dollars, they deposit 
them in their central banks which, in turn, sell them to the Bank of 
England. The Bank of England acts as the banker for the sterling area 
members and will give them gold and dollars upon request. They have 


"Figures for the third quarter of 1950 now show a sterling area earned surplus of $187 
million. This sum together with receipts under E.R.P. of $147 million gives rise to an increase 
in the reserves of $334 million for the quarter. The reserves now (September 30, 1950) are 
$2,756 million, showing a rise, since devaluation of $1416 million 
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a right to use this reserve just as much as any depositor anywhere had 
a right to demand cash of his bank. It has been estimated that out of 
a total world visible trade of some £13,800 million some £5,000 million 
(36 per cent) is conducted in sterling. In the absence of an official esti- 
mate of the value of world trade in invisible items, it is thought 
that rather more than fifty per cent of this trade is conducted in ster- 
ling. These are the orders of magnitude involved in the use of sterling 
(on current account) as an internationa! currency. The sterling bal- 
ances, blocked and unblocked, amount to about £3,350 million. The 
blocked or restricted balances, arising largely from unpaid war debts 
to members of the sterling area, at the end of 1949 amounted to about 
£1,350 million and the unblocked balances, mainly the working bal- 
ances of central banks within the sterling area system amounted to 
some £2,000 million. It follows from this that world holdings of sterling 
are much larger and subject to much wider short-term fluctuations than 
those of any other currency and that sterling is extremely sensitive to 
and sustains the first impact of any adverse movement in world trade. 
Moreover, the very fear, at any time, that the current parity of ster- 
ling cannot be maintained reduces the willingness to hold sterling as a 
reserve currency. Devaluation removed this fear, at any rate for the 
time being. 

It is, then, easy to understand the importance attached to the 
U.K. reserve. Correspondingly, it is easy to appreciate the exhila- 
ration felt in U.K. circles at the Chancellor of the Exchequer’s most 
recent announcement, July 5, 1950, that the sterling area gold and 
dollars reserves had risen by $438 million in the second quarter of 
this year (dollar earned surplus of $180 million in April-June plus 
Marshall Aid) and that they had risen by $1,082 million since their 
lowest level immediately before devaluation last September. 

The official explanations of these increases have been somewhat 
cautious. It is impossible, in the short period, to distinguish between 
capital and reserve items and to determine with any certainty to which 
of a number ‘of factors all working in the same direction, to attribute 
the observed effects. It is clear that the reversal of the U.S. destocking 
movement and latterly the very high level of demand for sterling raw 
materials have substantially increased dollar earnings. Rubber and 
wool prices, for example, even pre-Korea, reached postwar highs, while 
tin, cocoa, jute and tea were all firm. It is also clear that the cut of 25 
per cent in the dollar imports of the whole sterling area, agreed in 1949, 
has been an important factor in reducing gold and dollar expenditure. 

Nevertheless, there have been a number of factors which give ground 
he belief that devaluation has had and is mane some of the effects 
that classical theory would have forecast. 
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Competition in Third Markets 

On the whole, the British and American economies are competitive 
over a wide range—they are the two largest manufacturing countries 
in the world—and it would be expected that, in third markets where 
market imperfections, tariffs, etc., would have less pr¢ferential effects 
than in either of the countries themselves, such a large devaluation 
would have a marked effect. 

If the United Kingdom could reach a balance in third markets, the 
dollar problem would at once become less intractable. Since devalua- 
tion, the United Kingdom has ceased having to make gold payments to 
countries such as Belgium and Switzerland where there were gold points 
in the monetary agreements, and where there had been regular pay- 
ments before devaluation. It has always been recognized that if the 
United Kingdom could satisfy the South African market, it could earn 
gold from South Africa. No figures are available which show precisely 
what has been happening, but the situation in this respect is much 
improved. Devaluation has very much improved prospects in the Ca- 
nadian market which is of such vital importance to the U.K. long-term 
prospects; U.K. exports to Canada have risen very satisfactorily since 
devaluation and in May, 1950, reached record levels. If these continue, 
there should, from the U.K. point of view, be no more “Canadian prob- 
lem.” Furthermore, sterling area countries which had, prior to devalua- 
_ tion, experienced considerable difficulty in exercising administrative 
restraints on dollar imports in line with those enforced by the U.K. 
government, are now finding that U.K. exports are price competitive 
and this will reduce the pressure on U.K. (sterling area) gold and dollar 
reserves. The effect of devaluation on comparative prices has reinforced 
import policies decided in the summer months of 1949 and the proposed 
25 per cent cut in dollar imports in fact has been exceeded. . 

Prospects in the U.S. market are very speculative and conflicting 
views are put forward. On the one hand, it is pointed out that British 
exports constitute a very small fraction of the whole consumption of 
the United States and that sales, in these conditions, should be very 
sensitive to price reductions. On the other hand, it is felt that U.S. 
internal policy is the ruling factor: first, that political considerations 
may, as in the case of rubber and shipping, become dominant in other 
commodities; and second, that the level of industrial activity will deter- 
mine this issue, both directly via the income elasticity of demand for 
imports and indirectly in so far as there is much less political objection 
to imports when there is general business prosperity. Any forecast 
would be nothing but guesswork: the facts are that U.K. exports to the 
United States have, since devaluation, recovered a good deal of the fall 
which took place after the first quarter of 1949. They are roughly at the 
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predevaluation level. It is clear that the expansion in volume required 
to earn the same amount of dollars after the reduction of dollar prices 
consequent on devaluation will be slow to achieve. Finally, devaluation 
has in many cases reduced the invisible outpayments measured in 
dollars: ¢.g., when an American earns dividends or film royalties in 
sterling, the United Kingdom has to find 30 per cent less dollars to 
finance the payment. 

So much for the sterling area dollar problems. Though it would be 
rash indeed to say that it has been overcome, it is certainly much nearer 
to solution than seemed possible before devaluation. 

United Kingdom Financial Stability 

What about the impact of devaluation on the internal situation in the 
United Kingdom? The analysis here falls into two parts. First, devalua- 
tion, as part of the same process by which it stimulates exports worsens 
the terms of trade from the U.K.’s point of view. A worsening 
of the terms of trade (ratio of import to export prices) by, say, one 
per cent, involves the United Kingdom in the necessity of exporting 
goods to the value of an additional £20 million to secure a given volume 
of imports (one per cent of exports bill in 1950 of £2,000 million). De- 
valuation caused a marked worsening of the terms of trade mainly due 
to the rise in raw material prices to their new dollar equivalents, food 
prices having shown little change in sterling except for wheat which is 
a dollar commodity owing to world dependence on the United States 
and Canada. In the early post-devaluation period, the effect of devalua- 
tion was imposed on and thus concealed by a downward trend for 
primary product prices generally, partly due to long-term recovery in 
production and partly due to weakness in U.S. markets. Since then, 
however, the prices of primary products have begun to move up again 
and the terms of trade to deteriorate for the U.K. The official index of 
import prices (1947 == 100) was 132 in June, 1950, compared with 119 
for export prices. Prior to devaluation, September, 1949, the former 
showed 110 and the latter 113. 

The essential problem for any country which hopes to cor:<ect its ex- 
ternal situation by devaluation is whether it can maintain the cost ad- 
vantage which it thus secures. In the case of the United Kingdom, this 
is mainly a question of its cost relation to the United States and Canada, 
since there is little seriously wrong in relation to other countries. Wages 
in the United States seem to be still tending upward, at any rate when 
the costs of pensions and other benefits are taken into account, and the 
disposition to administer prices except in case of world war is highly 
problematical. No one can be sure how long-run trends will go either in 
the United States or in the United Kingdom. But, in the short run, this 
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is the most serious of the U.K. problems today. Devaluation works 
by worsening the terms of trade: this imposes an apparent sacri- 
fice on the country which devalues its currency. I say “apparent” be- 
cause, by hypothesis the United Kingdom was out of equilibrium be- 
fore. The alleged sacrifice consists of paying for what the country was 
previously getting by gift or loan or of worsening its international in- 
vestment position together with paying more of its goods than before 
for what it was previously paying for. Its money does not buy as much 
as before. 

This is showing itself in the United Kingdom in a rising cost of 
living. It is rising slowly but steadily. A great deal has been written on 
the degree of inflation in the U.K. economic system, and opinion, both 
academic and political, is divided. In fact, the nature and problems 
of a full employment economy are not yet understood. The statistics 
are admittedly still very inadequate but even if they were much 
improved, it would still be possible to argue about the interpreta- 
tion to be placed on them. There can be little doubt that there has been 
and still is some degree of inflation in the British economic system and 
that an upward pressure has been added by devaluation. The prob- 
lem is, at any time, to say how much it is and how harmful it is and 
it would be particularly useful if those who discuss the matter would be 
clear about: (a) the level of unemployment which they consider to be 
consistent with their definition of equilibrium, (b) the level of exports 
at which they are aiming. 

Looking at the obvious evidence, internal prices, as measured by the 
official interim index of retail prices which had, on the whole, been fairly 
steady for nearly two years with something of an upward trend, is, post- 
devaluation, likely to rise at least four points during 1950 from the 
devaluation level of 112. If the terms of trade get any worse, this rise 
may be even greater. As a measure of inflationary pressure, of course, 
it would be necessary to eliminate the effects of taxes, subsidies and im- 
port prices. But I am regarding the index from a different point of view: 
There is in some cases a contractual and in many more a conventional 
relationship between wages and the retail price index in the United 
Kingdom. The wartime price stabilization policy, which was found to 
be so effective, was based upon the stabilization of the official cost of 
living index by subsidies and price control and rationing, in return for 
which organized labour voluntarily undertook not to press for general 
wage increases. This relationship has prevailed in peacetime. So far, 
wages have not increased at all since devaluation. This is the most 
extraordinary achievement in postwar Britain: it is the only period 
since 1945 when there has been no wage movement for nine consecutive 
months, and this, in conditions of full employment, when there is little 
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incentive or power among employers to resist wage movements is almost 
a miracle. It has been entirely due to the voluntary restraint of the trade 
unions, partly because they did not wish to embarrass the Labour gov- 
ernment and partly due to a genuine desire to carry out their share of 
the national effort. It is fair also to remember that they have had great 
advantages in security and social services in the last five years and that 
they are anxious to make the system work. 

There has, however, in the last months been increasing pressure for 
an end to the voluntary wage freeze. If voluntary restraint on wages 
goes, so also will the voluntary limitation of dividend payments which 
has been an invaluable damper on the inflationary forces. To take an 
example: After devaluation, the business of exporters of products for 
which the foreign demand was inelastic was enormously profitable but 
in the case of corporations, this increment of profits did not enter the 
income stream, because companies had agreed, at the insistence of the 
Chancellor of the Exchequer, not to distribute dividends in excess of 
those distributed in a base period in 1948. The voluntary limitation of 
wages and the voluntary limitation of dividends are politically insepa- 
rable and the signs are that both are now in jeopardy. Whereas one 
round of wage increases might actually help as it would improve the 
terms of trade but would not be sufficient to compromise the advantage 
of the devalued costs; if those voluntary controls were removed, prices 
would almost certainly rise too and thus an upward spiral might be set 
off which would ultimately neutralise the good effects of devaluation. 

A succession of devaluations of sterling would quite change the inter- 
national position of sterling and of the United Kingdom and, though 
one cannot be sure what would happen, almost everyone in Britain 
thinks that the result would be disastrous. Against this, the main hope 
is the increase in production. Unless output increases fast enough to 
allow of an offsetting to thefall in real wages, consequent upon devalu- 
ation, the upward pressure may break loose. Production is still rising 
fast: For the first six months of 1950 the index of industrial production 
was almost ten points or about 7 per cent above that of the first six 
months of 1949. This is about twice as much as was officially predicted 
and corresponds to growth in the Gross National Product—at constant 
prices—of over four per cent. In fact, the good effects of full employ- 
ment and investment are still being felt and, in this connection, impor- 
tant mention should be made of the benefit of American technical ex- 
perience which is being transmitted by the Anglo-American productivity 
teams and by ECA activities in general. The postwar increases in pro- 
ductivity have, so far, been taken up from the point of view of their 
disinflationary impact, by improving the foreign balance and by in- 
creases in investment and in government expenditure. 
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Unless the terms of trade deteriorate further, not much more re- 
sources should be required, in the face of the over-all balance already 
achieved, to keep the foreign account in equilibrium. Gross investment 
in fixed capital assets is already absorbing nearly one-fifth of the na- 
tional product and is likely to be held down to that level by financial 
means, the limitation of capital issues and the official inspiration of the 
commercial banks’ policy on granting advances, and by the licensing of 
building. The main question is government expenditure. Tax levels have 
remained high: about 40 per cent of the gross national product is taken 
in taxes and this must be very near the limits of taxable capacity (which 
had previously been held in academic circles to be more nearly 25 per 
cent). Will the progressive increase in government expenditure now 
be checked? The Health Service has up to date been the biggest strain. 
A progression of supplementary estimates have been made and financed 
until the London Economist estimate that the total net cost to the tax- 
payer of the health services in 1949 was £385.5 million. Whether this 
expenditure was stabilized was the crucial question—before Korea! 


The Current Position 


Now the spectre of defense expenditure dominates the scene. What 
difference has the invasion of South Korea made to the picture of the 
U.K. post devaluation? 

The government has already (August 20, 1950) obtained an addi- 
tional £100 million for defense purposes. This jeopardises budgetary 
equilibrium not because, in my view, it would be technically impossible 
to increase the money yield of indirect taxes but because if this were 
done, the consequent increase in living costs would jeopardise the vol- 
untary restraint in wages and dividends. Secondly, the commodity 
markets have reacted vigorously to the extension of war. The price of 
tin has shown a spectacular rise and so has the price of rubber and, 
while these rises are favorable from the point of view of the sterling 
area dollar problem, they are unfavorable from the point of view of 
the U.K. financial stability (which is a related problem) in so far as 
they worsen the U.K. terms of trade and require a larger quantity of 
U.K. resources to balance the foreign account. Although exports in 
the first six months of 1950 were about 11 per cent above the previous 
year (volume), because of the worsening of the terms of trade, the 
United Kingdom is only just remaining in foreign balance. Pre-Korea, 
the budget was designed to accommodate, without inflationary results, 
a surplus on foreign account of $50 million. The budget was in fact 
securing equilibrium. Unemployment was moving on the same seasonal 
pattern as the previous year, full but not overfull employment, accord- 
ing to the very tight criteria applied by the British government. The 
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unemployed averaged, in 1950, 322,000 (1'% per cent of the insured 
employees) which was largely the same as in 1949 (308,000). The 
number of unfilled vacancies after falling continuously from mid- 
1947 to the end of 1948 rose during the first half of 1949 and has 
since declined. Prices and wage indices do not provide a very useful 
test as they are governed by the institutional factors referred to above. 
The most reliable evidence of inflationary pressure is the state of the 
internal market and then, pre-Korea and post-devaluation, the situation 
seemed somewhat less inflationary than it had been the previous year. 

The United Kingdom was moving in the right direction. There were 
more goods in the shops; inventories were rising; point rationing of 
canned foods, etc., was ended; also gasoline rationing and steel alloca- 
tions. Furthermore, there was a continuing shift away from some types 
of expenditures (beer, entertainment, travel) as other types of goods 
became more plentiful (clotiing, food) which is what would be ex- 
pected of a situation in internal financial balance but with output 
getting more adjusted to consumer needs. 

The final conclusion is that the British economy was moving fast 
towards economic equilibrium, both external and internal, after and 
partly as a consequence of the September, 1949 devaluation of sterling 
but that even before the invasion of South Korea it was tightly strained. 
Now, the increased expenditure on defense together with a worsening 


of the U.K. terms of trade may well jeopardise the finely adjusted 
domestic equilibrium and produce inflation at home and a return to 
insolvency on foreign account. 
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UNITED NATIONS REPORT ON FULL EMPLOYMENT* 
By Henry C. Watticn* * 


In the summer of 1949, when the decline in the United States income had 

been creating widespread fears that a major depression might be impending, 
the United Nations invited a group of five leading economists to prepare a 
report on measures to achieve full employment. The five experts (John 
Maurice Clark and Arthur Smithies of the United States, Nicholas Kaldor 
of England, Pierre Uri of France, and E. Ronald Walker of Australia) have 
deserved well of the economic profession in putting forth proposals that effec- 
tively refute farniliar allegations regarding the ability of its members to reach 
agreement. They are to be congratulated on having avoided empty talk about 
full employment and on having endeavored instead to produce, at what then 
seemed a critical moment, a concrete program of action that sharply illumi- 
nates the practical difficulties of the employment problem. The fact that the 
economic weather has once more turned about does not detract from the 
scientific merits of the report. 

The resolute procedure of the authors naturally has imposed limitations 
and simplifications, all the more so because they were working under great 
pressure of time. The report does not pretend to be a systematic study of the 
causes of business fluctuations. Nor does it claim to offer a solution to all 
types of unemployment under all circumstances. For five authors whose pub- 
lished work reveals marked differences in approach to reach a common de- 
nominator, compromises in analysis and recommendations have been neces- 
sary. As far as the analysis is concerned, the search for common ground seems 
to have led to an emphasis upon aggregative methods and de-emphasis of 
qualitative elements. In the drawing up of the recommendations, the need for 
a common positive program seems to have weighted the ~ ales in favor of 
fiscal policy measures. These two themes recur throughout the analytical and 
the “action” parts of the report. 

At the outset, the authors define three main categories of unemployment. 
The first is that which results from a lack of complementary resources-—ma- 
chinery or raw materials. The second is the unemployment arising from 
normal labor turnover, seasonal conditions, declines in particular industries, 
and technological changes, in so far as such unemployment cannot be reduced 
by a high level of effective demand. The third is that engendered by the 
instability and insufficiency of effective demand. It is only the third type of 

* National and International Measures for Full Employment. U.N. pub. 1949. IL. A 3. 
(New York, Columbia Univ. Press, 1940.) 


** The views expressed in this article by the author, chief, Forevzn Research Division, 
Federal Keserve Bank of New York, do not necessarily reflect those of the bank. 
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unemployment with which the authors regard themselves required to deal. 
This limitation is explained by the historical background of the United 
Nations Full Employment Pledge, and by the circumstances motivating the 
report. 

These specifications are significant in two respects. They point out the 

proach that the analysis and recommendations are to take and they cir- 
cumscribe the range of countries and situations where either will be applicable. 
By excluding the unemployment due to lack of complementary resources, the 
authors eliminate from their purview many underdeveloped countries.’ Elimi- 
nated by implication, for the same reasons, are countries like Italy and prob- 
ably Western Germany, whose populations have run ahead of industrial em- 
ploymen:” capacity. Eliminated finally, are the countries of Western Europe 
under the conditions in which they would have found themselves if there had 
been no Marshall Plan and if consequéntiy they had been unable to main- 
tain essential imports. The primary emphasis of the report, therefore, is upon 
unemployment in industrial economies subject primarily to internally gen- 
erated fluctuations, chief example of which is the United States. 

The analysis of the factors determining the level and changes in economic 
activity is a lucid though highly condensed statement of the aggregative ap- 
proach. Effective demand is determined by the interaction of investment, 
government expenditures, and exports with the complementary variables sav- 
ing, government revenues, and imports, the two sets of variables being 
governed by decisions to a considerable extent independent of each other. 
Effective demand in turn determines employment. There is no reason to 
assume that the level of effective demand at which balance is achieved will 
automatically be one that is sufficient for full employment. Fluctuations in 
effective demand are due principally to fluctuations in investment, which start 
off the generally well-understood cumulative processes of expansion and con- 
traction. The origin of the investment fluctuations themselves is to be sought 
partly in self-generating factors—capital equipment increasing more rapidly 
than investment opportunities—and partly in active disturbing factors, such 
as inventions, wars, and social or political change. 

It is obvious that the eight-page analysis summarized in the preceding 
paragraph does not represent all that the five authors would individually like 
to say on the domestic aspects of income determination and business cycles. 
They refer to it as a “drastic simplification.” But the fact that it is at this 
particular level of generality that they encountered common ground deserves 
attention. The character of the aggregative approach itself is purely formal. 
There are endless classifications for the economist to choose among in particu- 
larizing about or summarizing the forces that operate in the economy. If he 
decides to summarize them under the headings of. investment, saving, and 
consumption, he has selected an aggregative approach that is both ele- 
gant and manageable. But this approach does not really commit its users 
as to their fundamental beliefs about the nature of the forces that underlie 

*The specialized problems of underdeveloped countries are to be treated in another 


for-heomins study by the United Nations. Underdeveloped countries, however, receive 
unpertant consideration in other sections of the report. 
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the summary concepts of investment, saving, etc. For .ome, these aggregate 
magnitudes may seem to be determined by so variegated a multitude of vir- 
tually random causes that it would be useless to try to go far behind them. 
Those holding this view will be inclined to treat the aggregative approach 
less as a summary statement of a variety of analyzable facts than as the core 
of the analysis itself. Others may believe that the causes lying behind invest- 
ment, saving, and consumption are sufficiently clear-cut to be isolated con- 
ceptually and controlled by policy. To them, the broad aggregates will merely 
be a shorthand method of referring to the results brought about by price-cost 
relations, special situations in particular industries or geographic areas, 
monopolistic practices, and the like. 

Considerations of this order seem to have prompted Professor Clark to 
append to the report his separate concurring statement. The other authors 
have expressed general agreement with his statement. They, too, evidently 
are not wholly satisfied to accept the aggregates as the ne plus ultra of their 
analysis. The difficulty is that in the not yet adequately surveyed area beyond 
there are no fixed points of agreement. We know perhaps some of the main 
factors to be studied—competition, incentives, liquidity, wage rates, tech- 
nology. But we do not know how strong each of them is, and in some cases—- 
as in that of wages-—we do not even know in which direction a change would 
push the economy. Everything seems to depend upon the particular circum- 
stances of each case; the quantitative results of policy action are completely 
uncertain, and all judgment becomes qualitative. In a brief report like the 
present one, it would have been very difficult for five authors to arrive at gen- 
eral statements on these matters capable of being translated into policy 
recommendations. 

The analysis of the causes of unemployment is followed by equally clear- 
cut recommendations. They all center upon the achievement and maintenance 
of sufficient effective demand. Two main approaches are suggested. One is 
the control of investment, through fiscal and monetary measures designed to 
stabilize private investment, or through compensatory variation in public 
investment. The other is the stimulation and stabilization of consumer de- 
mand, mainly through a variety of fiscal policy measures and perhaps through 
price controls aiming at a more even income distribution. For industrially 
advanced countries, emphasis on consumer demand is regarded as desirable, 
because stabilization of investment at the average level attained during a 
normal cycle would probably mean stabilization below the level required for 
full employment. 2 

These measures, together with the domestic effects of international measures 
(to be discussed later) and the action td be taken toward stabilizing the 
incomes of primary producers, are the salient features of a “continuing pro- 
gram for full employment.” This program is to be geared to a full employ- 
ment target to be fixed in terms of a given perceritage (or range) of unem- 
ployment. Should a depression nevertheless overtake an economy so fortified 
and employment fall below the target, compensatory measures are to go into 
effect automatically. A cut in currently paid taxes (which might reach the 
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point of being converted into subsidies) is regarded as preferable to a variable 
public works program, because of greater flexibility. 

These proposals did not call for pioneering work on the part of the authors, 
but merely for a judicious selection from among a variety of remedies 
frequently proposed in recent years. The authors’ choice, however, was 
determined obviously by the nature of the preceding analysis. It is here that 
the concealment of underlying differences through the “formal” character 
of the effective demand analysis begins to cause trouble. Those who treat the 
aggregates of investment, saving, and consumption as the focal points of their 
analysis beyond which it is unprofitable to go, naturally incline toward 
quantitative remedies operating directly upon effective demand. In practice, 
such remedies will probably turn out to be fiscal policy measures. Those 
others who use the effective demand analysis only as a shorthand method, 
and who focus their interest mainly upon the determinants of saving and 
consumption, would probably wish to see fiscal policy measures accompanied 
—not of course replaced—by action operating upon these determinants. This 
would involve measures affecting the price-cost structure, competitive condi- 
tions, and special situations in particular industries and localities. All these 
measures, however, must be blanketed under the term “qualitative” because 
their quantitative effectiveness is uncertain. Recommendations of this kind 
would not follow very clearly from the aggregative analysis upon which 
the report is based, and could not, in the present state of our knowledge, 
be made sufficiently clear-cut to fit into a positive program of action applica- 
ble under diverse conditions. Therefore, at the policy level too, an aggrega- 
tive program of a fiscal policy nature emerges as the common denominator. 

Nevertheless this reviewer shares the concern expressed by Professor Clark, 
and accepted in a general sense by the other authors, as to whether such 
heavy reliance can safely be placed upon fiscal policy for the achievement of 
the goals set forth in the report. The full employment target that the report 
asks each country to fix (a tremendous political decision in any case) is a 
very ambitious one. It is argued that there has been a tendency to exaggerate 
the amount of frictional unemployment that is “inevitable” and that 2-4 per 
cent might be an appropriate range for an industrial country. Such employ- 
ment levels have been achieved in the United States only during wartime 
or under conditions of rising prices, as during parts of the years 1946-48. 
There is little doubt, of course, in the light of wartime experience, that a 
sufficiently large dose of effective demand injected into the economy would 
reduce unemployment to these levels. But to do this without engendering seri- 
ous inflationary pressures seems possible, if at all, only if the economic 
mechanism is functioning perfectly in all its parts. There must be no major 
structural maladjustments and no rigidities that are not being dealt with on 
an ad hoc basis, and no major technological changes must be in process. 

An attempt to soak up pockets of unemployment by expanding employment 
elsewhere is likely to run into difficulties reminiscent of a problem of long 
ago when our chief concern was the stabilization of the price level. If a 
particular sector of prices should decline owing to temporary conditions, 
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¢.g., agricultural prices after a large crop, all other prices would have to be 
pushed up if a general price index were to be kept stable. Similarly, a decline 
in construction employment due to conditions particular to the industry would 
require an expansion of output and investment in al] other sectors such as 
could not be maintained once the lagging industry recovered its balance. 

The authors have implicitly recognized this problem in connection with de- 
pression in the export industries. When unemployment occurs in these in- 
dustries due to a decline of foreign demand, it is to be combatted by measures 
specific to the industries rather than by an expansion of effective demand that 
would draw resources away from the export sector. It would seem that similar 
action as regards domestic industries should be considered ahead of an ex- 
pansion of effective demand whenever unemployment rises owing to such 
localized difficulties. 

The authors naturally are greatly concerned with the need to neutralize any 
inflationary tendencies arising from their measures. They are likewise con- 
cerned with the effects of their proposals upon the fiscal fiber of the country 
in view of the frequent deficits that may be entailed. With respect to the 
latter, they emphasize that the principle of weighing costs against returns 
from public expenditures is in no way abrogated by compensatory fiscal 
policy. The inflationary threat, which is the greater problem, is viewed as 
stemming from three sources: (1) excessive demand; (2) bottlenecks; and 
(3) pressure groups. Only where the first cause is operative is a reversal of 
the demand-generating measures recommended. The bottleneck problem is 
viewed as relatively unimportant in a peacetime economy. Pressure groups 
are to be dealt with ad hoc, depending on their nature. If business is unduly 
increasing profit margins, these would be curbed by credit controls, by direct 
controls over inventories, or by selective price controls. If labor should try 
to push up wages ahead of productivity, the government, jointly with labor 
and management, might have to take “such action as would ensure” that 
any wage increases granted would not lead to inflation. In view of the various 
possible sources of inflation, no generalized or automatic measures against in- 
flation are proposed, such as have been recommended to meet deflation. Each 
government tnust be left free in the choice and timing of its own anti-infla- 
tionary weapons. 

An asymmetry thus arises between unemployment and inflation. Unemploy- 
ment (in excess of the target and under the circumstances here relevant) is 
regarded as invariably due to deficient demand and is to be attacked by meas- 
ures that work directly upon demand and come into effect automatically. In- 
flation is viewed as being the result of more specific causes that must be 
dealt with on their own terms, even though the effectiveness of these causes 
can ultimately be traced back to the high level of demand. We are thus left 
with a much stronger set of defenses on the unemployment front than on the 
inflation front. This is appropriate in the sense that in politically quiet times 
the major industrial countries have suffered more frequently from unemploy- 
ment than from inflation. Nevertheless, this very fact seems to show that 
these countries in so far as they have acted rationally, have historically pre- 
ferred the risk of unemployment to the risk of inflation. Moreover, since the 
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defenses provided against inflation include some direct controls, which are 
unpalatable to the United States per se, and which furthermore suggest the 
possibility that the final outcome might be a continuous state of latent infla- 
tion, the question posed here of how to reconcile stability, economic freedom, 
and maximum employment is an extremely serious one. 

The problem is only very moderately eased by the suggestion that an 
automatic device be employed for starting or stopping the compensatory 
mechanism. The mechanism is to be thrown into gear whenever rising un- 
empleyment has caused the employment target to be missed by more than a 
fixed amount for at least three months and is to be halted when unemploy- 
ment has been reduced below the target. The proposal is motivated by the 
recognition, which few economists would venture to contradict, that present- 
day forecasting me hods are inadequate as a basis for anticyclical policy, and 
by the likewise plausible view that if such policy is left to day-to-day judg- 
ment, the scales will be weighted in favor of inaction. Hence, it would be un- 
fair to accuse the proponents of automatic devices of trying to substitute 
for the rule of reason the rule of thumb. Nevertheless, our experience with a 
similar set of “rules of the game,” those of the gold standard, should make 
us hesitate to put ourselves on an automatic full employment standard. There 
is no assurance that the policy indications given by the employment ratio 
will be any more accurate or well timed than those given by the gold reserve 
ratio, particularly during the interwar period. The danger of false signals 
will be particularly great in a period so full of false depression alarms as the 
last few years. 

Moreover, the present emphasis on full employment is, in a sense, simply 
the extreme opposite of the gold standard—complete internal instead of com- — 
plete external stability. Hence, even if we did, by an act of faith, formally 
subject ourselves to the dictates of the fully employed instead of the golden 
calf, we might merely find ourselves repeating our past experience of attempt- 
ing increasingly to by-pass or offset these dictates. The authors have opened 
the door to such developments by wisely providing that governments should 
have the power to disregard the automatic signals if circumstances warrant. 
That governments themselves would be quite reluctant to see their discre- 
tionary powers limited by automatic devices is fairly clear. : 

Thus both on theoretical and practical grounds the conclusion emerges 
that the chances of conducting a compensatory policy as effective and well 
timed as the experts desire are rather small, at least in the United States. 
This suggests that, so far as possible, primary emphasis should be placed on 
what the experts refer to as “the sustaining program for full employment” 
and less on compensatory measures. Such an approach would also facilitate 
the application of the “qualitative” policies referred to above, whose chances, 
if any, of being made effective surely are those of the long run. 

We have been concerned so far only with the domestic aspects of the 
report. One of the greatest virtues of the document, however, is the manner 
in which it transcends the “closed economy” framework of the original 
Keynesian system and makes the international aspects of full employment 
an integral part of the problem. Its recommendations in this field are largely 
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pioneering work. They rest on three main conceptions: (1) a multilateral 
trade structure; (2) an assured international flow of long-term capital; and 
(3) provision for meeting trade deficits of countries whose exports are hurt 
by depressions abroad. The multilateral trade structure is to arise from the 
cooperative projection and reconciliation of the anticipated trade structures 
of individual countries. The stable flow of international capital is to be based 
on announcements by potential lender countries of the expected level of their 
capital exports over the next few years. Any short-falls below these targets 
on the part of private investment would be made up by public funds. The 
financing of trade deficits is to be accomplished through an ingenious scheme, 
elaborated in some detail, that would.-require a country whose imports fall 
because of failure to maintain full employment at home to make available to 
the affected exporting countries an amount of its currency equal to the drop 
of their exports. This would enable the latter to offset the decline in exports 
through compensatory internal expansion without the danger of having to cut 
imports owing to the short fall in their foreign exchange earnings. The scheme 
would forestall, however, the danger that was inherent in Keynes’ clearing 
union, that a country might step up its imports abnormally by simply permit- 
ting domestic inflation. The long-term capital plan would be handled by 
the International Bank, the plan for financing trade deficits by the Monetary 
Fund. 

About the specific proposals, innumerable questions could of course be 
raised. Granted the obvious advantages of a reasonably steady international 
flow of capital, one may wonder, nevertheless, whether a fixed capital export 
target is feasible for any country unless it has enormous foreign exchange 
reserves and a very strong balance of payments, and whether the International 
Bank would find it possible to employ and divide up the accruing resources so 
as to ensure economically sound investment. One may likewise ask whether 
the trade deficit financing scheme, despite its safeguards, would not interfere 
with the export incentives of deficit countries; how its administrative diffi- 
culties could be overcome; and whether it would not eventually turn into an 
enormous burden for the United States. In fact, the effect of these proposals, 
together with the very high employment targets set up earlier in the report, 
is to put the United States somewhat “on the spot,” to make it the most likely 
offender against the full employment code, and to require it to assume most 
of the international responsibility for the maintenance of full employment. 
But while the United States may be disinclined to assume these responsibilities 
specifically and deal with them in the forms proposed, the fact remains that 
the experts have pointed up key problems that must be handled in some 
manner. The report renders a great service in stressing that in a true world 
economy, full employment, like peace, is indivisible. 

This review has emphasized some of the difficulties that stand in the way 
of achieving full employment under “normal” conditions. In concluding, it 
seems appropriate to draw back a little from the immediate consideration of 
the problem and to view it in broader perspective. Today’s main economic 
danger once more is not unemployment, but inflation engendered by military 
preparations. We do not know whether, if and when we are revisited by 
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unemployment, it will be within the framework of the economic system to 
which we have been accustomed in the United States. But in so far as such 
discussion is still relevant, a search for perspective requires us to appraise 
the full employment goal in relation to other objectives, with which it might 
be complementary or competitive. 

Important among such objectives are high output, stability, a fair distribu- 
tion of income, personal freedom, and economic growth. All these objectives 
will be strengthened by an increase in employment so long as there still re- 
mains a substantial volume of unemployment. But sornewhere along the road 
to extreme full employment, a parting of the ways is reached where the em- 
ployment objective no longer travels hand in hand with the others. Even eco- 
nomic growth—-in the stock of capital, productivity, efficiency, innovation—is 
likely to suffer in the end from the consequences of extreme full employment, 
in the long run probably more than in the short. The chief points of conflict 
here are diminishing flexibility and incentives, the probable strait-jacketing of 
foreign trade, and particularly the stimulation of consumption in lieu of in- 
vestment—-a procedure defended with much logic in the report. 

It is this conflict between growth and employment—likely only if full 
employment policies and preference for consumption over investment are 
carried very far--that today becomes a major concern. In a peaceful world, 
no doubt, one would be justified in giving full employment very substantial 
preference over economic growth. As compared with the importance of remov- 
ing the positive suffering inflicted by unemployment, little seems to be gained 
by raising the standard of living from $1,500 to $3,000 per capita during the 
twentieth instead of the twenty-first century, or by having the blessings of 
radio and television descend upon us now instead of 50 years hence. But in a 
time of continuous threat of universal war an attempt to achieve full employ- 
ment at the expense of economic growth may mean disaster. Maximum eco- 
nomic potential becomes the first condition of survival. 

This, of course, is not a criticism of the full employment objective as such. 
Obviously, few things could be more damaging to our prospects of survival 
than a major depression and heavy unemployment. The question rather con- 
cerns the advisability of seeking full employment by raising consumption 
instead of investment, and the limits to which full employment should be 
pushed. Political conditions make it urgent to maximize the growth of our 
economic potential. We thus must review our objectives and determine their 
order of priority in the light of this fact, in so far as the course of events 
still permits us to choose. 
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RELIEF FOR VICTIMS OF TARIFF CUTS 


By Cram Witcox 


Secretary Acheson and Economic Cooperation Administrator Hoffman have 
suggested that producers who may suffer from increased imports, caused by 
further reductions in the American tariff, might be compensated in some way 
by the government. The suggestion was incidental to their effective presenta- 
tion of the case for larger imports. But, in itself, it raises questions—eco- 
nomic, ethical, political, and administrative—that merit critical examination. 

As a matter of economics, the proposal has much to commend it. If assur- 
ance of compensation for possible losses would serve, in fact, to quieopposi- 
tion to economic reform, it should justify itself by facilitating adaptation to 
changes in the conditions of supply and demand, improving the allocation of 
resources, and raising planes of living. The cost of such a program should 
be far less than that of protecting investors and workers by freezing the pat- 
tern of production and checking the shift of resources into occupations where 
they could be more effectively employed. 

The principle of compensating those who may incidentally be harmed by 
action taken in the general interest appeals, likewise, to the sense of justice. 
But it should be noted that this principle has rarely been applied in practice. 
Variou. payments have been made to veterans on the ground that time spent 
in military service has impaired their relative position in civilian life. But 
this would appear to be the only case that is analogous. The government did 
not compensate the slave owners when it abolished slavery or the owners of 
breweries and distilleries when it imposed prohibition. Nor has it undertaken 
to indemnify the owners of previously unregulated enterprises when it has 
instituted new controls. 

Workers and investors in a free economy are constantly suffering losses of 
employment and income as a result of economic change. The textile industry 
migrates from New England to the south; coal loses its market to fuel oil, 
and ice to the mechanical refrigerator; railroads lose business to trucks, 
natural fibers to synthetics, lumber to metals, and metals to plastics; real in- 
come is shifted, in wholesale quantities, between debtors and creditors when- 
ever the general level of prices rises or falls. In none of these cases is com- 
pensation offered or proposed. 

Compared with the adjustments that are continually being necessitated 
by public policy and by economic change, those that would be involved in any 
likely reduction of the American tariff should be relatively insignificant. It 
may be asked, therefore, why this one case of adjustment should be singled 
out for preferred treatment, particularly since it has never been suggested 
that consumers of imported goods or producers of goods for export should be 
indemnified when the tariff is raised 
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The proposal presumably rests upon the assumption that a policy of 
tariff reduction would be rendered more acceptable if compensation for 
resulting losses could be guaranteed. There is little reason, however, to 
believe that this would be the case. If such a guarantee were to be offered, it 
is likely that opposition to tariff cuts, instead of being lessened, would be 
intensified. Announcement of the program would concentrate attention, not 
on the many benefits of freer trade, but on the possible losses that might be 
involved. And, in the course of public debate, the magnitude of these losses 
would unquestionably be exaggerated and overemphasized. Firms, trade 
associations, and labor unions, in particular industries, Would complain that 
they had been singled out by a hostile administration to be sold down the 
river. Sympathy for their misfortune would readily be aroused. Political op- 
position would seize upon this reaction and turn it toe account, region by 
region, in seeking votes. This sort of opposition is inherent, of course, in any 
program of tariff cuts. But an announced policy of indemnification, instead of 
undermining it, would enhance its effectiveness. 

It is scarcely possible to make friends or to influence people by telling them 
that you intend to take action that may put them out of business, destroy 
their jobs, or reduce their incomes, even though you promise to take care of 
them by providing some sort of public assistance while they go through the 
agonies of adjustment. Public assistance, at best, is uncertain in quantity and 
in duration. It cannot be depended upon to cover the full amount of a 
prospective loss, And, in any case, business and labor do not want it. They 
would prefer to stay where they are, doing what they are doing, and receiving 
the incomes that they now enjoy. Provision of compensation must rest 
upon something else than the assumption that it will pave the way to lower 
tariff rates. If the policy is to be adopted, it must be because it is deemed 
to be economically sound and ethically desirable, not because it will be 
popular. It won't. 

But even if a program of compensation were to meet the test of politics as 
well as those of economics and ethics, it might well be rejected on ad- 
ministrative grounds alone. For its administrators would be faced by problems 
to which acceptable solutions could not be found. They would be required, 
first, to determine whether particular investors and workers were eligible for 
compensation. To this end, they would find it necessary to develop criteria 
by which to judge whether such claimants had suffered injury and, if injury 
had been sustained, to determine whether it had been caused by an increase 
in imports and, if so, to decide whether the increase in imports had been 
occasioned by a reduction in duties. Having thus established eligibility, they 
would be compelied, case by case, to compute the amount of compensation 
that should be paid. And each of these operations would raise questions 
of bewildering complexity. 

It would be difficult, if not impossible, to develop acceptable criteria of 
injury. And this would be true in the simplest possible case: that of an 
industry consisting of a single firm producing a single commodity. The 
available tests and their respective shortcomings are as follows: 
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1. A decline in the domestic producer's share of the total volume of sales. 
As imports rise, prices will fall. Unless demand is completely inelastic, the 
total volume of sales will grow. The domestic producer’s sales, instead of 
contracting, may expand. Even at the lower price, his revenue may be 
larger than before. 

2. An absolute decline in the domestic producer's sales. At his lower price 
and volume, the producer’s revenue will be down. But if he cuts his costs, his 
margin may be unimpaired. 

3. A decline in the margin of profit per unit of sales, If the producer’s 
volume grows, his total profits and the return on his investment may be 
greater than before. 

4. A decline in the return on investment. The rate of return may still be 
adequate to maintain output and employment. It may even be higher than 
that realized in other industries. 

5. Failure to realize a fair return on investment. Earnings may have been 
equally inadequate before the tariff cut. Red ink may be a color that the 
industry has often seen. , 


None of these criteria can be taken, in itself, as sufficient proof of injury. 
It might be possible, however, to combine the two last tests in a single 
formula, establishing injury where it was found, not only that earnings had 
declined, but also that the subsequent rate of return was inadequate. But 
the development of such a formula would be difficult, its application would 
be inexact, and it is unlikely that anybody would be satisfied with the 
results. 

To find a drop in earnings, it would be necessary to compare the present 
return with that obtained in some base period. Selection of the base would 
affect the outcome of the comparison. If it fell in years of prosperity, injury 
during depression could readily be shown. If it fell in a depression, injury 
during prosperity might be impossible to prove. Selection of a base is 
necessarily arbitrary and base-period criteria are therefore open to criticism 
on that ground. 

So, too, with a finding that earnings, following a tariff cut, were inadequate. 
Such a finding would have to rest upon somebody's judgment as to fair re- 
turn and fair value. Accepted principles to govern the determination of a fair 
return, even in the limited field of public utilities, are virtually non-existent. 
Applied to all undertakings that might be affected by tariff cuts, this test 
would necessitate the establishment of different rates of return appropriate 
to the varying risks obtaining in scores of industries. Valuation of invest- 
ment, moreover, would raise questions, in all of these industries, that have 
involved the utilities and the commissions in controversy for half a century. 
There is little reason to suppose that the effort to find acceptable answers 
would be attended, in this instance, by a greater measure of success. 

It would be no easy matter, therefore, to define injury, even in the 
simplest case: an industry in which a single commodity is produced by a 
single firm. And further difficulty would be encountered if a single com- 
modity were produced by many firms. In this case, it would have to be 
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decided whether the test of injury was to be applied to an industi, as a 
whole or, one by one, to individual concerns. 

Under the first of these procedures, it might be ruled that no injuzy 
had been sustained as long as firms accounting for the bulk of an industry's 
output were able to withstand the competition of increased imports, and 
the bulk line might be drawn—arbitrarily—at 66 or 75 or 90 per cent. In 
accordance with this rule, if marginal firms were driven out of business, 
while their stronger competitors survived, no aid would be forthcoming. 
It would be difficult, in such cases, to convince the communities and the 
Congressmen concerned that the formula for ascertaining injury was equitable 
or that the promise of compensation was actually being fulfilled. 

The other possibility would be to apply the test of injury firm by firm and 
to aid those firms that met the test. Under this procedure, concerns whose 
equipment was obsolete, whose methods were archaic, and whose manage- 
ments were incapable, concerns that might not have survived domestic 
competition if imports were prohibited, would be able to present claims for 
compensation, despite the fact that the industry as a whole was prospering. 
Such a procedure might give rise to little public complaint. But there is 
some question about the desirability of employing public funds for the pur- 
pose of bailing out the incompetent. 

Still further complications are added when an industry or a firm, insteacd 
of producing a single commodity, turns out a number of products—in typical 
cases, a dozen or a score. Here, it would be necessary to decide whether injury 
could be claimed (1) if the price at which a product sold, after a tariff cut, 
yielded a margin of profit that was lower than that previously obtained, (2) 
if it left no margin, (3) if it failed to cover prime costs plus factory over- 
head plus the costs of selling and administration, (4) if it failed to 
cover prime costs plus factory overhead alone, or (5) only if it failed to 
cover prime costs. Any but the last of these measures would give the ap- 
plicant an incentive to load the heaviest possible burden of overhead onto the 
product for which compensation was being claimed. And all of them would 
plunge the agency administering the compensation plan into the mysteries 
of cost accounts, where one man's judgment is as good as another’s—or as 
bad. 

But could evidence that the revenue yielded by a single product had de- 
clined, or even that losses had been incurred in its sale, be accepted as afford- 
ing proof of injury? The answer to this question would depend, presumably, 
upon the contribution that the product had made to the over-all earnings of 
the industry or firm. If this contribution were relatively insignificant, earn- 
ings might not be seriously impaired. If it were more significant, earnings 
might have suffered in some degree. In the first instance, losses on the 
single product might well be ignored. In the second, it would be necessary 
to determine whether a finding of injury should be made. To this end, the 
administrators of the program would have to develop a formula that would 
condition the tests of injury to a product by relating them to the tests of 
injury to earnings as a whole. Such a formula, no matter how carefully it 
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might be devised, would inevitably be open to attack. And, since the product 
mix would differ from company to company, it would yield different results 
when applied to an entire industry and to individual concerns. 

It may be objected that these problems were faced and solved—after a 
fashion—by O.P.A. But the O.P.A. criteria were developed for use in de- 
termining the level at which ceiling prices should be placed and whether 
they should be increased, and they were honored more often in the breach 
than in the observance. Under the present proposal, tle criteria adopted 
would govern the expenditure of public funds in providing compensation 
for damages resulting from action of the government. For this purpose, their 
formulation would have to be meticulous and their application precise. 

Once the existence of injury had been established, it would be necessary 
to determine whether such injury was to be attributed to increased im- 
ports of the commodity concerned. In every case where this was done, the 
commodity affected would have to be defined. And eligibility for compensa- 
tion would depend upon the character of the definitions that were employed. 
If the definitions were so narrow as to confine the claims to cases in which 
imported products were identical with those produced at home, the cases 
of injury would be few indeed. If they were so broad as to cover the whole 
range of possible substitutes, the cases would be numerous. Coal could ask 
for compensation when imports of fuel oil had increased and rayon could 
complain that it had been harmed by cotton, wool, or silk. Between these 
two extremes, some sort of a compromise would have to be achieved. But 
wherever the line was drawn, those who were excluded would be certain to 
object. 

Another difficulty would present itself as soon as a commodity had been 
defined. The facts that led to a finding of injury may not have been a 
consequence of increased imports alone. An applicant's sales may have de- 
clined because consumer tastes have changed, because domestic substitutes 
have appeared, or because domestic competition has become more vigorous. 
His earnings may have dropped because his costs have risen or because the 
prices of raw materials have fallen and inventory losses have been incurred. 
To extricate from among these factors the peculiar consequences of increasing 
imports would be a task of no mean magnitude. 

Kut suppose that this, too, could be done. It would then remain to de- 
termine whether the increase in imports was to be attributed to a reduction 
in tariff rates. And here, also, other forces may have been at work. Tastes 
may have shifted from domestic to imported goods or an increase in national 
income may have brought about an increase in aggregate demand. The in- 
fluence of the tariff cut would have to be isolated before a finding of eligibility 
could finally be made. 

With eligibility established, in one way or another, the administrators of 
the plan would then be compelled, case by case, to compute the amount of 
compensation that should be paid. And this, presumably, would have to be 
related to the amount of injury that had been sustained. The process would 
therefore raise, in an exaggerated form, all of the difficulties that were dis- 
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cussed above. And even if these difficulties were surmounted, the resulting 
figure would merely assess the injury suffered in a single year. One final 
problem would remain: injury would continue over time; its prospective 
duration could not be predicted with any certainty. It would therefore be 
necessary to make an arbitrary decision as to the rate at which the annual 
figure would be capitalized. When all of these steps had been taken, it might 
finally be possible to set down in dollars and cents each of the payments 
that was to be made. It may be doubted, however, that a method of computa- 
tion could be devised that would at once commend itself to the business com- 
munity and withstand the scrutiny of the Congress and the courts. 

If we assume, however, that acceptable methods of determining eligibility 
and computing compensation could be found, still other questions would re- 
main. Since the total sums that would be payable could not be accurately 
estimated in advance, would appropriations be delayed? And, in this case, 
would claimants be confident that payments would eventually be made? 
Is there any assurance that appropriations would ever be adequate to cover 
the full amount of their claims? If they were not, just how would the 
available funds be distributed? Would some claimants be paid in full and 
others not at all? Or would an effort be made to pro-rate the payments so 
that each would receive some fraction of the sum to which he was entitled? 
And if compensation fell short of the computed injury, would claimants be 
contented or aggrieved? 

Given the difficulties inherent in the compensation plan, it seems likely 
that there would be as loud an outcry against its operation as there would 
be against reduction of the tariff if no compensation were proposed. And since 
this is true, it may safely be concluded that no such undertaking should be 
written into law. 

This is not to say, however, that nothing should be done to ease the burden 
of adjustment to economic change. To this end, fortunately, another approach 
is offered by a policy of providing public assistance to facilitate conversion 
to more promising activities. Loans can be made to enterprises that desire 
to explore new markets, develop new products, acquire new equipment, or 
introduce new processes. Displaced workers can be supported temporarily 
by insurance benefits, given vocational training and aided in finding other 
jobs. In so far as existing services of this nature are inadequate, they can 
be strengthened and amplified. And they can be made available to all who 
are compelled to adapt themselves to new conditions, whatever the causes 
of their difficulty may be. 

If this approach were to be taken, there would be no need to offer special 
treatment to the possible victims of tariff cuts. The concept of compensa- 
tion could be abandoned and the problems involved in the determination 
of eligibility and the measurement of injury would never have to be faced. 
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Colin Clark on International Investment 


The July, 1950 issue of Fortune has an article by Colin Clark entitled 
“The World Will Save Money in the 1950's.” The greater part of the article 
is devoted to an interesting and useful analysis of prospective savings and 
international capital flows during the next decade. At the end of the article, 
however, Clark puts forth a suggested “solution” of the problem which, in my 
opinion, is likely to confuse rather than to clarify the reader’s understanding 
of the problem. 

The main part, of the article discusses the factors that cause a country to 
need capital: the need to provide for an increasing labor force and to bring 
about increases in the productivity of both the existing and the added labor 
force. Thus Clark derives for each country a projection of its investment 
needs. He also discusses the factors which determine the proportion of a 
country’s national income that is saved. By comparing each country's needs 
with its prospective savings, he then reaches a figure representing its prospec- 
tive surplus available for foreign investment, or its prospective deficit that 
it will need to cover by means of investment from abroad. 

While many of Clark’s figures are no better than illustrative, and while 
some of his hypotheses seem to be open to serious question, the article con- 
tains ample warning of these dangers. Thus, by producing a projection of 
surpluses and deficits which, at least in form, covers the whole world, Clark 
has provided a useful and interesting framework from which public thinking 
can proceed on the problem of how the surplus savings of some areas can be 
made available to finance the needs of others. 

With this background Clark devotes the latter part of the article to his 
recommendations. He writes: 

The facts and deductions set out above hold out the possibility of worldwide 

peaceful economic advance if we go the right way about it... . 

What is proposed is something close to what was in the minds of the original 

participants in the Bretton Woods Conference, before they sank in a swamp 

of financial technicalities and political compromises. The project is to create a 

World Bank that deals only with the Central Banks of individual countries. . . . 

All countries with a capital surplus would be required to build up credits year 

by vear in the World Bank, and undeveloped countries would be given overdraft 

rights. The amount each creditor country would have to deposit each year would 
be its surplus investible capital as estimated in the above table, less the amount 

already invested abroad by free enterprise or direct governmental action. . . . 

The advantage of this system is that in each lending country’its own Centra 

Bank would have the duty of drawing the surplus resources out of the system in 

whatever way appeared to it most effective... Likewise in a debtor country the 
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Central Bank would have the duty of encouraging public and private investment 
up to (but not beyond) the point at which it could pay for imports, out of its 
overdraft rights in the World Bank. 


Such a scheme raises the great problem of persuading the governments of 
lending countries that they should commit themselves to a program of capital 
exports, such as Mr. Clark’s plan proposes. It also raises a very serious ques- 
tion of principle, but we may first comment on the political and practical 
difficulties which Clark ignores in his article. With the omission of these diffi- 
culties the whole idea looks deceptively easy. 

As Mr. Clark points out, the original participants in the Bretton Woods 
Conference had in mind something along the lines that he suggests, in which 
international capital flows would be determined according to economic needs 
and availabilities, as determined by an international organization to which 
the lending countries would entrust full control. The experiences of the Inter- 
national Bank and Monetary Fund bring out clearly the difficulty of divorcing 
the control of investment funds from the influence of the country that supplies 
them, and they also bring out the technical problem of an underdeveloped 
country in making efficient use of any large amount of investment funds from 
abroad. Mr. Clark’s article would be much more constructive if it pointed 
out ways in which these kinds of difficulties could be surmounted in the 
establishment and operation of his suggested new Bank. 

It seems to me also that Clark rather exaggerates the benefits of using 
central banks, rather than intergovernmental transfers, as the channel for 
bringing about desirable capital flows. He says: 


To organize these transfers through banks, while it will require governmental 
action, should be an infinitely simpler and smoother operation than any alterna- 
tive proposal. Consider the slow and cumbrous movements, the bureaucratic 
elaboration and delays, the political bargaining, that would be the features of 
any system of direct loans between governments. Consider al! these features. 
probably in an accentuated form, that would accompany any attempt to create 
some international organization that would make direct capital loans for ap- 
proved projects. 


Without disagreeing with Clark’s idea of the central banks as the best and 
most efficient channel for carrying out the desired capital movements, it must 
be recognized that the arrangements in each country would require full 
coordination with all the basic economic policies and plans of the govern- 
ment. Hence, one could hardly hope for such complete obviation of red tape 
and political bargaining as Clark seems to envisage. 

The basic question of principle raised by Clark's plan arises from his idea 
that the amount of surplus investible capital for each creditor country to 
deposit annually should be based on someone else’s decision. In this respect 
Clark’s plan may be contrasted with the otherwise similar plan for inter- 
national investment which was included in the report on “National and 
International Measures for Full Employment” issued in December, 1949 by 
a group of experts under the auspices of the United Nations.’ The U.N 


* Reviewed on page 876 of this journal. 
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experts’ plan would provide similarly for the regular flow of investment 
capital from the surplus to the deficit countries, channeled in this case 
through the existing International Bank for Reconstruction and Develop- 
ment. But the U.N. plan would start with the fixing of investment targets by 
the lending countries themselves. Those countries would be asked to make 
the necessary legislative and institutional arrangements to enable them to 
stabilize the total flow of lending at the planned level. 

One may note a progression in principle from the Marshall Plan to the 
proposal of the U.N. experts and now to the plan suggested by Clark. In 
the Marshall Plan, the citizens of the United States, through Congress, de- 
cided on substantial capital exports to Europe. The decisions, however, were 
made for one year at a time; each year our ability to contribute and Europe's 
need of further contributions were to be reviewed. Under the U.N. experts’ 
proposal, a capital-exporting country would determine (and announce) a pro- 
posed level of capital exports for several years in advance. This would have 
obvious advantages in giving other countries a basis on which to plan, but it 
would also be open to objections, including the objection that it would 
greatly reduce other couniries’ incentives to take those steps which might 
otherwise be needed to attract funds. Clark’s plan would go a step farther; 
it would riot only call for a predetermined level of capital exports but it 
would have this level determined by an international organization, on the 
basis of technical analyses, rather than by policy decisions of the authorities 
of the country concerned. 

One basic assumption that is implied in Mr. Clark’s proposal is that mature 
countries must necessarily stagnate unless they export their savings. Programs 
of increased consumption relative to investment or of increased domestic 
investment would thus be excluded as a possible way of utilizing increases 
in income. Such views have been expressed by various other writers, but it 
hardly seems possible that the responsible authorities of any country could 
explicitly base national policy on fatalistic acceptance of such a principle. 

In effect, Mr. Clark proposes to solve the question of capital transfers 
through the use of a technical formula as the basis for determining the amount 
of capital that each country should supply. No government could be expecied 
to agree on such a basis for determining in advance the amount of its people’s 
wealth to be shared with others. It will-—-and should—arrive at any such 
decision only after the most exhaustive public consideration of all the political, 
economic, and moral issues involved. As Clark is aware, a country’s level 
of savings is not something that is determined solely by its resources and 
by natural forces; it is subject to being influenced very importantly by the 
decisions of the country’s authorities, and these decisions involve vital ques- 
tions of national economic policy. Likewise, its level of domestic investment 
and consumption, and the remainder available for investment abroad are 
also subject to being influenced by the country’s authorities. It is unfortunate 
that his article does not give greater recognition to these facts. 

Lewis N. Dempitz* 


* The author is assistant director of the Division of International Finance, Board of 
Governors of the Federal Reserve System. Views expressed here are those of the authors only. 
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Unionism and the General Wage Level 


The impact of union participation in wage determination has been the 
subject of increasing concern among economists. Policy makers implementing 
full employment programs have had to face the task of predicting and coping 
with the effects of a wage “policy” resulting from a multitude of individual 
bargains between private groups. Proposed solutions to the problem posed by 
the possible incompatibility of private collective bargaining and full-employ- 
ment-without-inflation have been almost as numerous as the writers on the 
subject. It has been proposed that the maintenance of economic order be 
entrusted to a variety of forms of compulsory arbitration, to management by 
the monetary authorities, to a hoped-for development of “social responsibility” 
by the parties involved, and to the creation of a balance-of-power situation 
between organized groups.’ 

It is possible to identify a pessimistic and an optimistic group among the 
writers on the problem. The pessimists feel that union wage policy leads 
inevitably to price and employment effects which are disastrous for the com- 
munity.” Those holding a more optimistic view feel that the desire and ability 
of employers to resist wage increases are underestimated (particularly if 
proper monetary policy is followed).* 

The optimists also argue that unionism has not introduced the problem of 
wage inflation at full employment but may, on the contrary, have minimized 
it. Their position might be summed up in Kerr’s statement: “The problem of 
undue wage increases under full employment is more the result of full employ- 
ment than of unionism.’ 

The problem of the future strength and effectiveness of employer opposition 
to union wage pressures is one of prognostication which will not be attempted 
at this juncture. Attention will be directed to the second point enumerated 
above: the relative wage behavior of union and non-union wages under full 
employment conditions. 

It is suggested that the validity of this argument depends on the meaning 
of the phrase “full employment.” Full employment means different things 
to different people. It has varied from the “more vacant jobs than unemployed 
men” of Beveridge to more conservative statements couched in terms which 


* The views of a number of writers are summarized in O. W. Phelps, “Collective Bargain- 
ing, Keynesian Model,” Am. Econ. Rev., Vol. XXXVIII, No. 4 (Sept., 1948), p. S81 ff. See 
also W. A. Morton, “Trade Unionism, Full Employment and Inflation,” Am. Econ. Rev., Vol 
XL, No. 1 (March, 1950), p. 13 fi., Clark Kerr, “Labor Markets, Their Character and Con- 
sequences,” and Kenneth E. Boulding, “Collective Bargaining and Fiscal Policy,” both in Am. 
Econ. Rev., Papers and Proceedings, Vol. XL, No. 2 (May, 1950), pp. 278-91, 306-20. 

*The most pessimistic prediction seems to belong to Charles Lindblom who sees the 
end result as inflation and a sepuration of the labor force into two groups, one privately 
employed and one publicly employed. Unions and Capitalism (New Haven, 1949), p. 155. 

* See Kerr, of. cit., 289, and Morton, op. cit., p. 28, passim. 


‘Kerr, op. cit., p. 289. Speaking of the “short run,” Bould.ng says, “Unions, paradoxi- 
cally enough, become devices to prevent money wages rising as fast as otherwise they 
might have done . . .”, of. at., p. 314. 
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represent percentages as high as S or 6 per cent of the labor force.* 

The pertinent question could be stated in a more useful form as follows: 
“At what level of unemployment is competition for labor in a largely non- 
union market likely to raise wages significantly?” Some sort of an answer 
to this question might be suggested by examination of the historical record of 
wages and unemployment. Data on the percentage of time lost through unem- 
ployment are available in a continuous series for the period 1890 to 1946.* 
The Bureau of Labor Statistics has published the results of an attempt to 
chart the movement of the non-agricultural wage level during the years prior 
to 1935." The nature of the data precludes very rigorous analysis but some 
useful generalizations may be developed with a little effort. 

The historical record can have nothing to offer our investigation if ambitious 
definitions of full employment are adopted. Only during World War II did 
the percentage of time lost by unemployment fall below 3%. The record does, 
however, show four fairly long periods prior to 1933* which were characterized 
by fairly continuous “low” unemployment. 

Data on the level of unemployment and the annual rate of increase in the 
wage level for these periods are summarized in the following table: 


Taste I 
| Range Per Cent Time Average Average Annual 
Period Lost Due to Per Cent Wage Increase 
| Unemployment Unemployment Per Cent 
I. 1899-07 | 3.7to 8.4 5.8 3 
I. 1909-13 4.8to 7.0 5.9 2.7 
I. 1916-20 | 3 Rto 6.9 4.8 20.4 
IV. 1923-29 4.9to 10.5 7.6 9 


Of the four periods included in Table I only the period of World War I and 
the postwar inflation saw annual increases in wages greater than 3%. 

The record gives little help in identifying the critical unemployment per- 
centage at which the rate of wage increase begins to exceed three per cent. In 
1916 a fall in unemployment to 4.2% from 13.3% was accompanied by a rise 
in wages of 7.89>. However, unemployment fell to 4.6% in 1905 from 8.0% 
in 1904 with only a 2.5% rise in the wage level. The following year a further 
fall in unemployment to 3.7% occurred accompanied by only a 3.8% rise in 
wages. Excluding the 1916-1920 period, the largest year-to-year increase in 

"W. H. Beveridge, Full Employment in a Free Society (New York, Norton, 1945), p. 18. 
Professor Machlup has summarized the meanings assigned to full employment by the 


various authors in the Twentieth Century Fund's Financing American Prosperity (New 
York, 1945), pp. 395-96, 


*Stanley Lebergott, “Earnings of Non-Farm Employees in the U.S. 1890-1946," Journal 
of the American Statistical Association, March 1948, Table 2, p. 76. 

' Monthly Labor Review, March 1936, p. 717 ff. 

*Wage behavior during the pre-1933 period will be accepted as representative of non- 
union behavior since the general level of non-agricultural wages was probably affected 
only to a limited extent by the effects of unionism during this time. 
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wages which occurred between 1890 and 1933 was 5.6% in 1907. Although 
unemployment was at the 5% level or below in seven years (again excluding 
1916-20) only in 1907 did wages go up more than 5% in any one year. 

The rapid rise in wages which occurred during World War I though unem- 
ployment never fell below 3.8% (1917) can hardly be taken as evidence of 
typical non-union market behavior. During this period a price inflation 
occurred, the cost of living rose rapidly, and unions doubled 
Perhaps most important, drastic changes in the industrial and geographic 
structure of production took place, accompanied by the need for a considerable 
over-all expansion of the labor force. It is hardly likely that these last two 
characteristics would be typical of peacetime full employment periods. 

The evidence seems to indicate that unemployment must fall below about 
596 in peacetime before non-union markets generate a rate of increase in wages 
greater than 3%. 

Two other periods in the record combine to suggest a further conclusion. 
During the 1923-29 period an average level of unemployment of 7.6% was 
accompanied by an annual rate of increase in the wage level of less than 19%}. 
During the period 1890-98 the wage level was almost perfectly stable as unem- 
ployment averaged 11.9%. These figures imply that the non-union wage level 
has been approximately stable at some level of unemployment between 8 and 
12%. 

There is nothing in the empirical evidence on which to base an estimate 
of non-union wage behavior at peacetime levels of unemployment below 5%. 
It appears that the economy of the United States is unlikely to reduce unem- 
ployment below say 4%, except in periods of considerable price inflation. 
Whether this is an inherent characteristic of a private enterprise economy is 
a moot point which has considerable significance for the setting of full em- 
ployment goals. 

Deductive analysis bears out the implication that a rate of increase in 
non-union wages of more than 3% is unlikely in the absence of rising prices. 
The long-run trend of the increase in productivity for the economy as a whole 
seems to be between 2 and 3% at the most. This means that once near- 
capacity® operation of the economy is approached, annual increases in the 
general wage level greater than 3% are possible only if prices are rising or 
non-labor factor returns decreasing. There is a limit to the squeeze which can 
be put on non-labor shares of income while maintaining full employment 
under private enterprise. This limit would undoubtedly be reached in a short 
period. 

It seems that the statement that full employment is likely to lead to “un- 
due’’ wage increases under non-union market conditions would be more ac- 
curate if “price inflation” were substituted for “full employment.” 


*Capacity here refers to @ point beyond which increases in output sufficient to reduce 
unit costs through the spreading of overhead are impossible. While output is expanding 
from low levels, wage increases exceeding the long-run rate of productivity increase may 
be absorbed without an equivalent increase in unit costs. All this means is that through 
some part of the recovery and prosperity phase of the cycle substantial wage increases 
are possible at given prices without impairing profit margins. 
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The foregoing analysis seems to lead to the following conclusions: 
1. There is no evidence that considerable increases in the general wage level 
would be generated under non-union market conditions except at inflationary 
levels of employment. This is supported by both inductive and deductive 
analysis. 

2. These levels of employment are unlikely to be realized without a very 
high contribution to aggregate demand on the part of government. Even with 
government expenditures at current levels and with a sizeable annual deficit, 
unemployment is currently (Spring 1950) over the 5% leve!. Whether the 
community desire to reduce unemployment below 5% (3 plus million in 
1950) is strong enough to accept even a mild price inflation and a larger 
budget deficit as a consequence is not self-evident. Faced with the imple- 
mentation of policy, full employment programmers may be well satisfied to 
measure actual accomplishment against the yardstick of the more modest 
definitions of full employment. If the private sector of the American economy 
fails to generate peacetime inflation in the future and if public policy accepts 
“high level employment” as its aim, the behavior of non-union wage markets .« 
would not pose an inflationary problem. 

It appears that the argument that union wage policy poses no problem 
which did not already exist with non-union labor markets is applicable only to 
a special case unlikely to exist in peacetime. If unionism generates any wage 
increase with unemployment over the 8% level (just under five million in 
Spring 1950), or if it produces increases larger than 3% at less than the 5% 
level, a new element will have been introduced into the situation. 

JosepH W. GarBARINo* 


* The author is a research associate at the Institute of Industrial Relations, University of 
California, Berkeley. 


A Note on the Distribution of Incomes and Savings in 1948 


In his provocative and profound speech on the assumptions of economic 
thought, reprinted in this Review, Professor Howard Ellis made the following 
statement, in his treatment of the concept of “optimum propensity to save”: 
“We encounter the fact that not ‘only is most of the national income received 
by the moderately and the less well-to-do, but also that these income classes 
account for the largest part of savings.”? With due allowance for the diffi- 
culty of exactness in a speech of this nature, it seems doubtful that this 
statement is an accurate indication of the distribution of income or of savings 
in this country. 

In the discussion of this problem, we will-use the sample surveys of con- 
sumer finances carried on in 1949 by the Federal Reserve System and the 
Institute of Social Research of The University of Michigan. Special use will 
be made of Part III—“Distribution of Consumer Incomes in 1948”; Part 
IV -“Consumer Ownership and Use of Liquid Assets”; and Part VIII— 


* Presidential address delivered at the Sixty-second Annual Meeting of the American 
Economic Association, Am Ecan. Vol. XL, No 1 (Mar., 1950), pp. 1-12. 
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“Distribution of Consumer Saving in 1948.” (These will be referred to simply 
by their part number in footnotes.) 

In 1948 the median income before taxes was $2,840. The highest 10 per 
cent of spending units, ranked according to size of income, received incomes 
ranging upwards from $6,000 per year; the highest 30 per cent received in- 
comes ranging from $3,750 per year; and the middle 40 per cent received 
incomes ranging from $2,000 to $3,750 per year. The highest 10 per cent re- 
ceived 32 per cent of the total money income before taxes; the highest 30 
per cent received 50 per cent of the total money income before taxes, and the 
middle 40 per cent received only 32 per cent of the total money income before 
taxes (an amount equal that of the top 10 per cent). These proportions re- 
mained about stable during the 1946-1948 period and in 1941. If this middle 
group is considered to be the undefined “moderately and the less well-to-do,” 
it is difficult to conclude that it received most of the national income in 1948.’ 

Did this group do most of the saving in 1948? In the studies used “net 
saving is defined conceptually as the difference between consumer income and 
consumer expenditures. . .. Frequent forms of ‘additions to’ saving were pay- 
ment of life insurance premiums, increase in liquid asset holdings, decrease 
in debts, payment for home improvements, and payment to retirement 
funds. . . . By the definitions of saving, purchases of consumer durable goods 
are not considered to be additions to assets, and thus monies spent for such 
goods are termed expenditures. . . . If durable goods expenditures were con- 
sidered a form of positive saving, the saving shown for 1948 would have 
been much larger in amount.’* It is assumed that Professor Ellis did not 
include such expenditures as a form of saving. — 

In 1948 the top ten per cent of all spending units did 45 per cent of all 
positive saving, 13 per cent of all negative saving (dis-saving), and 80 per 
cent of all net saving. The top thirty per cent did 71 per cent of all positive 
saving, 33 per cent of all negative saving, and well over 100 per cent of all 
net saving. (This was counterbalanced by the net negative saving of the four 
lowest groups.) The middle forty per cent of the spending units did only 24 
per cent of all positive saving, 33 per cent of all negative saving and just 
9 per cent of total net saving. These proportions changed somewhat from 
1941, 1946 and 1947 but were similar in those years. Here again there is no 
evidence that “the moderately and less well-to-do,” defined as the middle- 
income groups, did most of the saving; but there is clear evidence that the 
top 10 per cent did do most of the net saving. 

But did this moderate income group hold most of the liquid assets in the 
country? While it may not have been able to save greatly in that year, the 
individuals in it may have been able to accumulate liquid assets (United 
States government bonds, savings and checking accounts, but excluding cur- 
rency) during the previous years. But again, the top ten per cent of all 
spending units held 44 per cent of all liquid assets in early 1949 (at the time 
of the survey), the top thirty per cent of all spending units held 64 per cent 


‘Part III, p. 9; Part VII, p. 10. 
Part p 2 


| 


898 THE AMERICAN ECONOMIC REVIEW 


of all liquid assets: while the middle 40 per cent of all spending units held 
only 26 per cent of the total liquid assets. The proportion held by the highest 
decile increased from 1947 to 1949, but this was equal to the decline in the 
second decile; other groups did not change greatly.‘ With this data there 
may be reason to believe that there had been some accumulation of liquid 
assets in the hands of the mid-income group before 1948, but certainly most 
of the liquid assets were held by the higher-income groups, especially the 
highest decile, and not by the middle-income group. 

As a result of this brief review, the statement of Professor Ellis with respect 
to distribution of incomes and savings seems highly questionable, unless of 
course his definitions of “moderately and less well-to-do” or of “savings” are 
entirely different from that used in this note. This may cast some doubts 
on his conclusions as to the reasons for saving and public policy with respect 
to saving. Certainly this is a field in which far more empirical research must 
be done if satisfactory conclusions are to be reached with respect both to the 
actual facts and to suggestions for policy. 

Grorce RoseNn* 


*Part IV, p. §. 
* The author is assistant professor of economics at Bard College. 


The Varga Controversy: A Reply to Professor Domar 


Professor Domar first asserted that Marx’s reproduction scheme confuses 
stocks and flows and is a “logical monstrosity.’”" In reply to my statement 
that this is not so, he says that it is true that the “scheme as such consists 
of flows, provided one bears in mind, in spite of Marx’s very sloppy usage, 
that ‘constant capital’ means capital consumption, i.e., depreciation plus 
used-up materials, and ‘variable capital’ indicates the total wage bill.”? What 
the underscored “as such” is supposed to mean I do not know, but I do know 
that, even assuming Marx was sloppy in his usage, anyone who cannot bear in 
mind the definitions involved in his model should at least refrain from discuss- 
ing it in print. 

Domar goes on to assert that Marx’s scheme implies “that fixed capital does 
not exist.”” Again, I must dissent. Fixed capital does not enter into the re- 
production scheme, but it exists and Marx specifically discussed it in con- 
nection with his presentation of the scheme." It is true that for purposes of 
simplifying the exposition, I assumed no fixed capital in my book The 
Theory of Capitalist Development; and it is also true that I did not 
go into the problem of varying turnover times. There would be no point in 
discussing here whether, for the purposes I had in mind in writing the book, 
I was justified in doing so; but there és point in emphasizing that Marx can- 


‘American Economic Review, Vol. XL, No. 1 (Mar., 1950), p. 140. 

American Economic Review, Vol. XL, No. 3 (June, 1950), p. 406. 

*See Das Kapital (Volksausgabe), Vol. II, pp. 398 ff. The Kerr edition is not available 
to me as I write this, but the material I am referring to will be found in the second 
section of Chapter XX of Volume IT. 
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not be blamed for my efforts. He was very much concerned with problems 
of fixed capital and varying turnover times and devoted a large proportion of 
Volume II of Capital to discussing them. One would never guess it from 
Domar’s remarks, and the fact that he refers only to Chapter 4 of Volume 
III in this connection makes me wonder just how well-informed he is on these 
matters. For the truth is that Marx wrote only the title of this chapter, 
while Engels added all the rest on his own responsibility! * 

Domar says that to oppose my “character witnesses” for the Marxian 
schemes (i.e., Schumpeter and Leontief), ‘“‘we could bring in Lange, Lerner 
and others.”! I would be grateful for at least a reference. I think I am 
tolerably familiar with the works of Lerner and Lange, and I do not remember 
any in which either of them discusses the Marxian schemes at all. How 
can I be impressed with Domar’s character witnesses unless I know or can 
look up what they have to say? 

Of course you will not find the Marxian schemes in Schumpeter’s Business 
Cycles. Who ever said you would? Preobrazhenski seems to be brought in 
mostly so that “purged in 1936-37” can be added to his name—a familiar 
enough tactic but hardly relevant to the subject under discussion. 

Domar says that I “made a feeble attempt to utilize the scheme of extended 
reproduction, with the amazing result that an increment of variable capital 
was paid out in wages, but an increment of constant capital was not, as if 
constant capital came from nowhere.”’ Domar couldn’t be more amazed than 
I am. It would really be a “logical monstrosity” if an increment of constant 
capital were paid out in wages. And does Domar really believe that every 
increment of product is always matched by an equal increment of wages--—or 
by any increment of wages? 

I heartily agree with Domar that “there is a good deal to learn from 
Marx’s works, and our failure to study them is our loss.’ But when we discuss 
Marx should we not at least maintain the same standards of accuracy that we 
would adhere to in discussing the works of a less controversial author? 

Paut M. Swerzy 


‘See Engels’ foreword to Vol. ITI (in the Volksausgabe at page 6). 
Wilton, N. H. 
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Frederic Benjamin Garver 
1884-1950 


Frederic Benjamin Garver died suddenly at his home on February 22, 1950. 
Professor Garver had known for some years that he had a heart condition 
which might prove fatal at any time. Several years ago he refused the nomina- 
tion as president of the American Economic Association after consultation 
with his physician. Nevertheless, he continued to carry his full load of aca- 
demic duties until the day of his death. He was enjoying the quiet of the 
Washington birthday holiday when the final attack came. He is survived by 
his wife, Blanche Davis Garver, and a daughter, Mrs. Irwin Fieldhouse, of 
Chicago. 

Professor Garver was born in Fairfield, Nebraska on November 2, 1884. 
He received the B.A. degree from the University of Nebraska in 1909, the 
Ph.D. degree from the University of Chicago in 1917, and was awarded an 
LL.D. by the University of Nebraska in 1939. His teaching career started as 
instructor at the University of Chicago, from 1912-14. He was assistant pro- 
fessor of economics at Stanford University from 1914-19. He came to the 
University of Minnesota in September, 1919 as associate professor of eco- 
nomics at the time that the School of Business Administration was first 
organized. In 1921, he was promoted to professor of economics and he re- 
mained as the senior member of the staff in economic theory from that time 
until his death. For many years during the development of the School of 
Business Administration, he served as chairman of its curriculum committee. 

Mr. Garver was essentially a humble man who insisted, often against the 
urging of his colleagues, that his own opinions were too imperfect and inexact 
to be presented in formal published form. As a result, his list of writings is 
not long. It includes a widely adopted basic text in Principles of Economics 
(with A. H. Hansen) first published in 1927 with a third edition in 1947; 
The Subvention in State Finances of Pennsylvania, 1919; Location of Manu- 
factures in the United States (with F. M. Boddy), 1933. 

No cold statistical recitation of facts can describe adequately the contribu- 
tion that Professor Garver made to students. His breadth of scholarship, his 
insistence upon honesty and integrity of critical examination of theory and 
fact, his willingness to give without stint of his time and energy to his stu- 
dents, and his own clear incisive personality in class and personal discussion 
have done much to build and maintain the reputation of the department of 
economics of the University of Minnesota. His intellectual leadership prob- — 
ably has left the most lasting and indelible impression on the minds of 
students, especially graduate students, of any part of their training in eco- 
nomics and business administration. He was truly a great teacher. 

ROLAND S. VAILE 
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Economics and the Public Welfare. By Benjamin M. Anverson. (New 
York: D. Van Nostrand Co, 1949. Pp. xiv, 602. $6.00.) 

At the outset, I wish to make it clear that this review of the late B. M. An- 
derson’s monumental work is by a life-long opponent. I have differed from 
Anderson on most current issues, but have valued the forthrightness, force, 
and skill of his criticism of monetary policies. These criticisms were directed 
at many actions with which I was in agreement as well as at many others 
which I was not free to criticize in public. I believe that he was the best 
critic the Federal Reserve System ever had. I deeply regret that he is no 
longer present to test and appraise, on the basis of his powerful convictions, 
the current work of the monetary authorities. 

Economics and the Public Welfare is the autobiography of a mind. It re- 
states and reviews the positions currently taken by Anderson on issues of 
the momentous period from 1931 to 1946, which the book covers. A Jacob 
Viner of the Twenty-first Century, in his studies of economic thought in the 
Nineteenth, would be delighted, as well as somewhat surprised, to find the 
doctrines of the century to which his studies were addressed so completely 
and forcefully stated by a writer in the middle of the Twentieth. One reason 
for this apparent discrepancy in time is that Anderson's views were largely 
formed early in the century in which he lived and were held with so much 
force that the overpowering events of later decades, while being subjected by 
him to the test of his early principles, were powerless to modify them. There 
is something awe-inspiring in such steadfastness. 

The book is divided into five parts. Part I deals with World War I; 
Parts II to IV, which occupy by far the largest part of the book, deal with 
the interwar period, and Part V is devoted to a discussion of World War II 
and its immediate aftermath. The study presents a detailed account of de- 
velopments for more than three eventful decades, with much—-in view of the 
book's title, one might say too much--of the emphasis on money market 
occurrences and on international finance. The style is pithy, the judgments, 
categorical. Throughout there is an intellectual and moral fervor that gives 
one the feeling that these are memoirs of a doughty warrior as much as 
observations of an economist. And yet Anderson was an economist, par 
excellence, deeply versed in economic theory and lore, and firmly convinced 
of the rightness of formulae and rules of action developed by predecessors 
in his field and stoutly maintained by him throughout his life. 

The keystone of Anderson's economic universe is the full gold standard, 
with its equalizing effect on economic life throughout the trading world. Its 
tools are interest rates, which draw funds and gold from where they are 
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super-abundant to where they are needed. Monetary authorities should do 
nothing to interfere with the salutary operation of the standard. They should 
maintain the financial institutions of their countries in so liquid a condition 
as to make recurrent outward and inward movements of funds proceed 
freely without causing undue disturbance. Central banks, therefore, should 
concern themselves more with quality than with quantity of credit, since 
quantity of liquid credit will adjust automatically to the country’s needs 
through international movements of funds. Central bank discount rates 
should be above market rates, which he defines as rates charged by New 
York banks to prime customers. Thus central bank funds will always be 
available if needed but at a cost that would discourage their use unless the 
need was real and urgent. The budget should be balanced, except possibly 
in war, and economic adjustments should be permitted to work themselves 
out in free markets, including foreign markets unhampered by tariffs. There 
should be a minimum of government action and reliance should be placed on 
market forces rather than on administrative discretion. Such discretion as 
needs to be used in the administration of economic affairs can best be exer- 
cised by experienced men of large affairs, and particularly by the managers 
of the great New York banks. In a world so organized there would be much 
stability, except for periodic wholesome purges of the unwise and the un- 
lucky; there would be relatively little unemployment—but enough to pre- 
vent a seller's market in labor—and public welfare would progress as fast as 
is possible i in this imperfect world. 

It is a complete picture of a laissez-faire society. As Anderson says in the 
first sentence of his book: “Those who have an adult’s recollection and an 
adult's understanding of the world which preceded the first World War look 
back upon it with a great nostalgia.” They do indeed, and the greater the 
selectivity of their recollection, the greater the nostalgia. 

Part II of the book is entitled: “The First Phase of the New Deal: 1924- 
1932.” This characterization of the period is familiar to readers of Anderson's 
current writings, but it is nevertheless somewhat startling to have the New 
Deal begin under Coolidge. According to Anderson, it was ushered in by 
Governor Crissinger of the Federal Reserve Board, who certainly never 
suspected that this historical réle would be attributed to him. The heart of 
this phase of the New Deal, in Anderson’s opinion, was the easy-money policy 
of the Federal Reserve System, and its moving spirit was Governor Strong 
of the New York Reserve Bank. Governor Strong, according to Anderson, 

as “able but ill-equipped” and “had no fundamental grasp of the problems 
of central banking.” This judgment by the author on the most powerful 
personality the System has produced since its inception is not likely to be 
accepted by many. I believe it to be entirely erroneous, but, aside from 
estimates of Governor Strong’s qualifications, his policies at that time were 
directed toward facilitating the re-establishment of the gold standard in 
Europe. He acted in cooperation with Governor Norman of the Bank of 
England who may be presumed to have a grasp of central banking principles. 
I myself believe that the easing policies of the Federal Reserve in 1924 and 
1927 were unfortunate because they had bad consequences in the United 
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States and failed to achieve their international objectives. These men, how- 
ever, like Anderson, believed in the gold standard and, like him, failed to 
perceive that world conditions no longer made its effective restoration feasible. 
But they were making a brave fight for an ideal which lay close to Anderson's 
heart. 

I believe also that he ascribes to the easy-money actions by the Federal 
Reserve a great deal more influence on world events than they actually had. 
Easy money in the middle '20’s did contribute to credit expansion, which in 
turn was a factor in the boom that developed in stocks and real estate and 
prepared the ground for the collapse of 1929. But it is difficult to believe 
that a hard-money policy by the United States during those years would 
have cured the dislocations and maladjustments caused by the World War. 
We might have had a somewhat milder rise and a more gradual fall in values, 
but to ascribe the entire fiasco in which the decade ended to the easy-money 
policies of 1924 and 1927 is certainly ascribing more potency to these actions 
than many economists would be willing to grant. 

Passing by Anderson’s detailed description in Parts II] and LII of the 
events of the 1920’s, which is vivid and bears the stamp of familiarity with 
current happenings and of continuous application to them of the standards 
of his orthodoxy, we come to Part IV which deals with “The New Deal in 
Maturity, 1933-1939.” That there was little in the New Deal that squared 
with Anderson’s convictions must be apparent. He is indeed very outspoken 
in his indignant criticism of nearly all the measures undertaken during this 
period. I feel that this portion of the book requires litue comment. There are 
many points in his account with which I agree and many others on which 
I differ. It is unfortunate that in his appraisal of New Deal measures he 
frequently departs from economic analysis and appeals to moral principles. 
It may have been and probably was unsound policy to devalue the dollar in 
1933-34, but to assert that this action was dishonest raises the question as 
to what the principles of ethics are in collective undertakings by a democ- 
racy, so long as they are aimed at achieving the greatest good of the largest 
number. Actions may be ineffectual or ill-conceived; they may be based on 
lack of knowledge or understanding, but it is doubtful whether their honesty 
can be impugned so long as they are undertaken in good faith to serve the 
common good, but in this opinion I feel that I may be out of my depth as 
well as out of my field. 

There is a chapter in Part IV entitled “Digression on Keynes.” In this 
chapter Anderson states clearly his differences from Lord Keynes, particularly 
in the emphasis placed by him on consumer demand. To Anderson, business 
ventures by capitalists are a far more important force in economic activity 
than consumer demand. On this point, which is constantly under discussion 
by economists, it would appear that opinion is shifting from Keynes’ views 
to Anderson’s. 

A further comment on the discussion of the 1920’s and 1930's. Anderson 
ascribes the movement of gold to this country to the operation of Gresham's 
law that bad money displaces good money. This seems to be too monetary a 
view of what was happening. Gold was not shipped to the United States for 
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safe-keeping by private owners. It moved to balance international accounts 
which were put out of balance in large part by flight of capital from 
political insecurity in Europe. 

I think that Anderson's statement that England put up no fight against 
departure from gold in 1931 hardly squares with the fact that England did 
not abandon it until there was not an ounce of uncommitted gold in its 
possession. What Anderson means, I believe, is that England did not resort 
sufficiently to the one weapon which Anderson considers effective in the cir- 
cumstances, namely, extremely high interest rates. There is no doubt that 
emphasis in England had shifted from the sanctity of the pound to the 
sanctity of jobs. The record shows, however, that within the framework 
of the dominant economic and social philosophy of that time, England put 
up a gallant, even though a losing fight against renewed suspension of gold 
payments. 

Anderson's account of World War II in Part V is permeated with the con- 
viction that financial and economic measures adopted in World War I were 
far better than those in World War II. I am impressed by the fact that 
Anderson shows little recognition of the great difference in magnitude be- 
tween the two wars, a ratio of about ten to one. When this ratio is kept in 
mind the record of the first war, followed by a greater inflation than that 
after the second war, and by collapse in 1920, which has not been equaled 
by anything after World War II through 1950, hardly deserves the praise 
bestowed upon it by Anderson. Both situations could no doubt have been 
better handled, at least in theory, but up to date the policies pursued in 
World War II and thereafter, notwithstanding the greater magnitudes in- 
volved, have caused less distress to the economy and fewer inequities to 
different groups of people than those pursued in World War I. Of course, 
the record on the second war is not yet closed. 

About postwar finance, I agree with Anderson that more restraint of credit 
expansion and higher interest rates would have been desirable. But the drastic 
remedy of rates so high as to cause the absorption by non-bank investors of 
the entire floating supply of government securities seems to disregard the 
interests of the present holders and to invite the risk of serious deflation. 
Once more, not enough consideration is given to the magnitudes involved. 

I recommend that the book be widely read. To those who accept Anderson's 
credo, like Henry Hazlitt who writes the Foreword, the reading will give 
much pleasure. To those who disagree, it will afford the opportunity of testing 
their own thinking against an interpretation of events and forces far different 
from that which is customary today. It is good to have in one volume the 
record of Anderson's vigorous and independent thinking over more than 
thirty years. The course of human affairs over this period is not too gratifying. 
Is this due to departure from the standards advocated by Anderson? Some 
believe that it is and overlook the fact that much distress occurred under 
these standards as well as under later ones. Others think that the trouble is 
that the new programs have never had a sufficiently wholehearted test to 
determine their validity. Still others, I am among them, believe that the sort 
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of world that Anderson desires was possible only under unusually favorable 
conditions which prevailed over a relatively short time and are no longer 
to be found in this world. According to this school of thought, progress in 
economic thinking requires learning by experience of the past, recognition 
of fundamental changes as they occur, and adjustment of techniques to these 
changed conditions. Anderson’s book affords a fine benchmark from which 
to start. 
E. A. GOLDEN WEISER 
Institute for Advanced Study 


Principles of Political Economy. By Carrot. R. DaucHerty and MARION 
R. Daucuerty. (Boston: Houghton Mifflin. 1950. Two vols. Pp. xv, 
1125. $4.00 per volume.) 

Dr. Daugherty’s deserved fame in the field of labor economics is bound 
to whet the appetite of the prospective reader of this new introduction to 
economics, of which he is the senior author. A Gargantuan repast it is, ex- 
tending over more than 1,100 double-columned pages and adding up to 
perhaps twice as many words as a typical one-year introductory text is likely 
to contain. There are.112 tables and 141 well-drawn charts, many with 
several panels. 

Theory and application are fairly distinctly divided in this work. In the 
main, it falls into two parts, one devoted to the analysis of some six abstract 
types of economic organizations, and the other treating of the economy of the 
United States, and, on a smaller canvass, of Russia and Britain. 

The organization of the theoretical part, with its juxtaposition of economic 
systems, is without precedent in introductory texts. It recalls Wieser’s gradual 
transition from Robinson Crusoe to the national economy and to the world 
economy, but in the present work the arrangement is not as strictly pro- 
gressive as it is in Wieser’s. There is a certain affinity also with Lerner’s 
Economics of Control with its laisser-faire economy, controlled economy, and 
socialistic economy. 

The present text begins with the household, isolated as well as bartering. 
It then turns to “atomisia,”’ that is, a “large free-enterprise, pure-competition, 
exchange economy.” The economics of “atomisia” forms the heart of the book, 
covering about one-third of its space. It is devoted chiefly to a discussion of 
the equilibrium positions of households and business firms on the basis of 
stationary, progressive, and dynamic assumptions. Much use is made of in- 
difference analysis, which is introduced at an early stage, much ahead of the 
Marshallian cross. Lerner’s welfare criteria are used with much success as a 
principle of integration. 

After atomisia, there follow similarly styled but much briefer discussions 
of four other systems—“monocompia,” in which monopolistic-monopsonistic 
competition rules; “oligopia,” with oligopoly-oligopsony; ‘‘monopia” with 
monopoly and monopsony; and, finally, “dictatia-rulenia,” a large authori- 
tarian economy. 

The descriptive-realistic part is considerably shorter than the other. It 
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starts out with a historical survey of economic-political systems from ancient 
to modern times, and then turns to the three concrete economies indicated 
above. The treatment of the economy of the United States is first-rate. 

Novel features of the work include the genera) organization described here, 
the widespread use of the indifference apparatus, and the adaptation of many 
ideas of A. P. Lerner. Much attention is given to background material from 
psychology, sociology, anthropology, and related disciplines. The work is 
well-written and not unduly difficult. Its length, however, is bound to frighten 
many a prospective user. Suggestions for possible omissions, given by the 
authors, would reduce it by no more than one-tenth. 

Assimilation of each chapter is facilitated by a detailed outline preceding 
it. Of the 48 chipters of the book, five are titled “The Setting for Econo- 
mizing,” and fourteen “The Process of Economizing” (occasionally with 
modifying variations). Of the ten chapters on the economy of the United 
States, nine are headed in this manner. There should be a better way to tell 
the student where he is going. 

This work, no doubt, stands out among the many introductory texts which 
have been published during the two years passed since the publication of 
Samuelson’s masterpiece. Theory and practice, blended by Samuelson in an 
inimitable manner, are held apart in the present book, facilitating a highly 
conspicuous organization of the theoretical part in its main outlines. Samuel- 
son's racy prose sparkles; that of the present work is stately and resounding. 
Where Samuelson only gives hints—as in the chapters on microeconomic 
equilibria our present authors tell all. 

Only practical teaching experience can indicate whether the lengthy dis- 
cussion of comparative economic systems in abstracto, which fills the bulk 
of the work, can sustain the interest of the student. This book has it all: 
microeconomics & la Hicks, macroeconomics 4 la Keynes, welfare economics 
a la Lerner, and appended to this as fine an array of institutional material as 
one can hope to find. But, with all deference due to an organization which 
is both original and logical, is it really the right thing to start the student 
out on the dusty road to Robinson-Crusoe economics and “atomisia”? Would 
it not be more germane to the implications of “political economy” to estab- 
lish on the outset a system of macroeconomics and then turn to microeco- 
nomic analysis, using input-output analysis as a convenient transition? Pri- 
vate, foreign, and government accounts then all fall into their proper place, 
and can be discussed one by one. 

Henry WILLIAM SPIEGEL 
The Catholic University of America 


income, Saving, and the Theory of Consumer Behavior. By James S. DUESEN- 
BeRkY. (Cambridge: Harvard University Press. Pp. 128. $2.50.) 

Professor Duesenberry’s study of the impact of budgetary and aggregative 
empirical consumption data on the received theory of consumer behavior 
is one of the most significant contributions of the postwar period to our 
understanding of economic behavior. In the best tradition of economic thought 
it steers a judicious middle course between the extremes of theorizing based 
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only on casual observation and introspection and of collection of data with- 
out regard to systematization in terms of abstract concepts. 

In standard utility theory, each individual has an indifference map for 
all alternative bundles of commodities consumed by him. Under conditions of 
perfect competition, this theory implies that the consumption of any com- 
modity will be a function of all relative prices and of real income. In a macro- 
economic theory, we may, for reasons of simplicity, suppose that there are 
only two commodities, present consumption and assets. Then consumption 
will depend upon real income, the rate of interest, and the present stock of 
assets. Keynes denied the importance of the second variable and ignored the 
third and so was led to the consumption function, central in his analysis. 
If it is further assumed that the relative distribution of income is constant 
over time, only the level changing, then the consumption function for society 
will be of the same form as for an individual, expressing the consumption of 
society as a function of its rea] income. 

The importance of the consumption function for policy, its simplicity of 
form, and the gradual accumulation of national income data all made it im- 
possible for the serious economist to continue to evade the issue of estimating 
empirically the parameters of his theoretical studies. From the beginning, 
however, it was clear that the original simple notion of consumption as a 
function of income would not work. On the one hand, Professor Kuznets’s 
data indicated that the ratio of savings to income had been relatively con- 
stant over many decades; on the other hand, the most casual inspection 
showed that for individuals at a given instant of time, the savings ratio in- 
creased with income, from which it should follow that an upward shift in 
everybody's income would reduce the aggregate savings ratio. For this reason, 
Professors Hansen and Samuelson suggested that there was a trend factor 
in the consumption-income relation and even hinted that the function was 
cyclically variable, implying that other variables belonged in the relation. 

Professor Duesenberry’s approach has been to re-examine the original 
preference theory and suggest an alternative approach, leading to a new 
version of the consumption function. Each individual is assumed to have a 
set of needs, largely determined by age, occupation, and social and marital 
status, and there is a hierarchy of qualitatively different means of satisfying 
each need (quantitative variations being regarded as a special case of qualita- 
tive ones). It is further assumed that the ranking in desirability of these 
different means is essentially the same for all members of the society. 

The actual choice of a consumption pattern is assumed to be made, not 
by a process of rational choice, but by a process of learning and habit 
formation. /t is only actual contact with goods of higher quality which leads 
an individual to become dissatisfied with his present consumption pattern. 
This “demonstration effect” is reinforced by the Veblen effect of pure prestige 
or self-esteem, the importance of which is especially great in a society of 
high social mobility. To a first approximation, therefore, the utility of a 
given expenditure on consumption can be said to depend on the ratio of that 
expenditure to a weighted average of the consumption expenditures of the 
members of the society with whom the given individual comes into contact. 
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The anticipated utility of future consumption from asset-holdings will then 
also depend on its ratio to this same average social consumption. For a given 
interest rate, and income expectations, individual consumption divided by a 
weighted average of other individuals’ consumption will be a function of 
income divided by the same weighted average. A proportional increase in 
everyone’s income will, therefore, in equilibrium, lead to a proportional rise 
in consumption. This analysis leads to the conclusion that given the distribu- 
tion of income, the rate of interest, income expectations, and age distribution, 
the aggregate savings ratio will be independent of income. Since about half 
the national income is received by those who save nothing in any case, the 
stability of the savings ratio with respect to variables other than income is 
higher than might be expected a priori. The rate of growth of national income 
may also be a relevant variable if individuals who save for old age invest 
in such ways that they do not participate in the gains due to technological 
progress (e.g., fixed-income securities) . 

It may be added that for the individual, the above hypothesis leads roughly 
to the result that the savings ratio is a function of the decile position in the 
income distribution, rather than the absolute level of real income. This 
hypothesis has also been propounded by Dorothy Brady and Rose D. Fried- 
man." 

Professor Duesenberry has confronted his hypothesis on the interdepend- 
ence of individual preference systems with various empirical studies: (1) 
Centers and Cantril have conducted an interview study, in which income 
aspirations were shown to decrease as income increased, except in the highest- 
income group, which, however, contained a large number of professionals 
whose social status is such that they are in frequent contact with individuals 
of considerably higher income; (2) Mendershausen has shown that at each 
level of income Negroes tend to save more than whites; this can be explained 
by the fact that Negroes tend to compare themselves only with other Negroes, 
and, of course, the income range of Negroes is considerably less than that of 
whites; (3) on the basis of budget studies, the savings ratio is well explained 
by decile position in the income distribution (though it is equally well ex- 
plained by the absolute level of income); (4) the previously mentioned long- 
run stability of the savings ratio. The explanation of the last fact from a 
“Keynesian” point of view would call for a trend term in the relation between 
consumption and income, usually explained by urbanization and the intro- 
duction of new products. However, the las{ item has taken the form of con- 
sumers’ durable goods, and inspection of the data indicates that the propor- | 
tion of income spent on consumers’ durable goods remained relatively con- 
stant until 1909 and so cannot explain the constancy of the savings ratio. 
Urbanization does decrease the savings ratio at any given level of income 
but also increases the level of income, and so cannot be an important factor 
in holding down that ratio. 

The theory under consideration does, as indicated earlier, list factors 


* Savings and the Income Distribution,” Studies in Income and Wealth, Volume 10 (Na- 
tional Bureau of Economic Research, 1947), pp. 247-65. 
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which would influence the savings ratio, and it must be shown why they 
did not in fact cause variation. The changing age distribution probably in- 
creased savings to some extent, offsetting therefore the trend factors listed 
above. The yields of stocks and bonds show no decided trend, and there is 
no evidence of changes in the distribution of income, although, of course, 
the evidence is scanty. 

There remains consideration of short-run changes in the savings ratio. 
Budget studies show that the income level at which net savings were zero 
was $800 in 1917 and $1500 in 1935-36 (1941 prices), a rise which cannot 
easily be explained by any trend factors, especially since the deficits among 
dissavers at any given income level were smaller in 1941 than in 1935-36, 
the reverse of what the trend theory would imply. Professor Duesenberry 
suggests that the explanation is that in depressions, consumption standards 
are maintained by expectations of future higher income or recollections of 
past higher living standards. Further budgetary evidence shows that response 
of consumption standards to falls in income is not symmetrical with that to 
rises. For this reason, it is suggested that the highest consumption attained 
in the past should be introduced as a variable into the consumption function. 
Therefore, the relation, s./y, = .25(y:/yo) + .196, is fitted, where s, is cur- 
rent savings, y, current income, and y, the highest income attained in the 
past. This relation combines the constancy of the savings ratio under secular 
conditions with its dependence upon past peak income. It is checked in two 
ways: (1) in case income is rising at the raté of 3% per annum steadily, the 
above relation yields a savings ratio of 6%, which is perhaps not too far from 
the long-run average of 10 or 11%; (2) for 1947, the relation predicted a 
ratio of 4.1% as against an actual of 5.1%. It should be added that this same 
hypothesis in relation to cyclical fluctuations in the consumption relation has 
been proposed by Professor Franco Modigliani.* 

The author concludes by considering some of the implications of the 
hypothesis of interdependent preferences. For one thing, under the usual 
analysis of welfare, securing a social optimum requires that there be a pro- 
gressive income tax. It is implied that the usual objection that such a tax 
interferes with optimum allocation between labor and leisure is more than 
overbalanced by its necessity under a regime of emulatory preferences. How- 
ever, if leisure is also considered a commodity, the same allocation difficulties 
will arise. 

The general analysis is also applied to the growth of demand for a new 
product, the utility increasing as the number of sales increases, and to the 
theory of econcmic development. In the latter case, it is pointed out that 
the Keynesian consumption function would lead to an increasing gap between 
full-employment income and actual income as productivity increases, while 
the present theory keeps the relation constant. This argument, of course, 
neglects the important question of shifts in the investment-income relation. 


*“Fluctuations in the Saving-Income Ration: A Problem in Economic Forecasting,” 


Studies in Income and Wealth, Volume 11 (National Bureau of Economic Research, 1949), 


pp. 371-441, 
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Indeed, the most striking methodological deficiency in the entire work is 
its failure to set up explicitly a model of the economy against which to study 
the empirical data. Duesenberry does indeed set up two alternative forms of 
the consumption function, but nothing whatever is said about the other 
parts of the economy, such as the investment function and supply factors 
in general. As a consequence, he relies almost exclusively on correlation 
methods of statistical analysis. This is the more surprising since in discussing 
the testing of aggregate hypotheses, he points out at considerable length the 
inadequacy of such methods and cites Professor Haavelmo’s admirable pam- 
phiet on probability methods in econometrics.* But he does not draw 
Haavelmo’s conclusion that the estimation of a relation which is one of a 
whole system simultaneously determining the values of all the endogenous 
variables cannot be properly carried out by any least squares method. 

Failure to specify a complete model leads to the possibility that some of 
the phenomena whose explanation is sought here are actually due to the work- 
ing out of other relations of the system. For example, suppose the consump- 
tion function actually depended rather sensitively on the rate of interest, so 
that it fluctuated quite widely over the period, but the behavior of investors 
was such that the ratio of investment to income was constant. Then the 
equality of savings and investment would insure the constancy of the savings 
ratio without regard to the consumption function. I do not advance this 
hypothesis seriously; for one thing, investment is probably the more volatile 
of the two sides of the capital market. But I wish to emphasize the presence 
of an “identification” difficulty, similar to the classical problem of separating 
supply from demand functions.* 

Even the specification of the consumption side of the model is far from 
complete, since not all the alternatives which have been presented in the 
current economic literature have been confronted with the data. Even the 
classical theory that consumption depends on the rate of interest has not 
been given a fair chance. It must be remembered that in a capital market 
which is so highly imperfect, especially to many consumers, the rate of 
interest should really be understood to mean the conditions of credit. The 
author several times notes that about half the families save nothing and 
would not save or dissave anything even if there had been slight shifts in 
the other variables of the consumption relation; he ascribes this to a dis- 
continuity in their preference functions due to the psychic costs of dissaving.- 
Would it not be better to say that the costs of dissaving are real? In fact, 


*T. Haavelmo, “The Probability Approach in Econometrics,” Econometrica, Vol. 12, 
Supplement (1044). Actually, Duesenberry’s discussion here is weak. He seems to imply 
that the trouble with correlation methods arises only in connection with aggregate data, 
whereas it in fact arises equally with budgetary analysis. He also implies that “derived” 
relations will generally have lower correlations than “structural” ones, in the absence of 
observational errors in the variables, although, to be sure, he mentions the point only to 
state that it cannot be used practically to distinguish them. However, the truth is that, even 
apart from random sampling fluctuations, derived relations may well have higher correlations 
than stuctural ones. \ 

*See. eg, T C. Koopmans, “Identification Problems in Econometric Model Construc- 
tioa,” Econometrica, Vol. 17, No. 2 (Apr., 1949), pp. 125-144. 
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an individual with so low an income that he saves nothing probably has no 
assets and no credit standing; he therefore cannot dissave. For him, the 
rate of interest is infinite, Similarily, the difference in saving habits between 
whites and Negroes may be due to the different operations of the credit 
market with respect to those two groups. 

But perhaps the most important theory of savings which is not mentioned 
by Professor Duesenberry is Professor Pigou's argument that consumption 
depends on the holdings of assets as well as income. Superficial!y, at least, this 
theory would seem capable of explaining virtually all of the empirical find- 
ings presented in this essay. The long-run constancy of the savings ratio is 
an outcome of the battle between the opposite effects of income and assets. 
The failure of consumption to fall in a depression is due to the rise in the 
value of liquid assets in a period of falling prices. 

Professor Duesenberry has made an encouraging and important start 
towards a scientific analysis of consumption. Especially interesting is the 
attempt to link economic theory more directly with psychological motiva- 
tions and learning problems. But a great deal remains to be done, both on the 
empirical and on the theoretical side. 

KENNETH J. Arrow 

Stanford University 


Pricing in Planned Economy. By B. V. Krisunamurti. University of Bom- 
bay Pub. Econ. Ser. No. 3. (Bombay: Oxford University Press. Pp. vi, 


135, $3.00.) 

This is a neat little book which applies the latest techniques of marginal 
analysis, both geometrical and mathematical, and the theory of welfare eco- 
nomics to the use of the price mechanisms in planning. The greater part of 
the book consists of a restatement in a pretty well organized form of the 
principles of pricing developed by Lange and myself and integrated with the 
mathematical treatment of welfare economics by Hicks and Allen. An intro- 
ductory chapter states the problem of planning and pricing. This is followed 
by a chapter on “Choice of Consumption” in which the necessity and possi- 
bility of achieving optima by the use of markets is made very clear indeed. 
Then there is a chapter on the allocation of resources in which the marginal 
analysis is worked out with great clarity and with detailed spelling out in 
mathematical form. Throughout all this, and in the rest of the book, the 
phrase “marginal cost” is used where it would seem to be slightly more 
accurate to say value of marginal factors, but it is clear that the author has 
in mind a condition where there is no monopsony so that the two come to 
the same thiny. 

_ There are two chapters on the problem of the firm, one dealing with the 
choice of the optimum output of a firm with given equipment, and the 
second dealing with the problem which so far has not been given adequate 
attention—how to choose the right equipment for the firm. In the first of 
these two chapters, the main thesis is on the use of marginal rather than 
average considerations, and in the second, the main point is the consideration 
of social benefit, rather than total revenue received by the firm. Both of these 
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are, of course, in accordance with the latest ideas in welfare economics and 
marginal analysis. But with the end of this chapter, in the following chapter 
on large-scale enterprises, and in some concluding notes, there is a distinct 
deterioration in the scientific level of the discussion. 

There emerges more and more evidence of an emotional attachment to 
the idea of planning. One gets the impression that the author probably 
started his studies with the normal belief of the non-economist, that planning 
is the answer to everything and that economics is just a technique for con- 
fusing men’s minds, but that in his study of economics he has learned very 
well and has applied the principles of marginal analysis and has been cured 
of this superstitution in general. But this is only true of those parts where 
the economics has been pretty well worked out. In areas where economics 
has not properly done its job, the old dogma is still visible. It takes the form 
of assuming that, in a modern society, marginal costs will in general be very 
low as soon as “planning” brings about a more reasonable organization of 
society in terms of the number of firms. There is very much talk of potential 
demand leading to potential economies, with more and more commodities 
becoming cheap, and in many cases even free. This leads to surprising state- 
ments such as that the marginal cost of educating another person is prac- 
tically zero.-and this from someone who is largely concerned with India! 
Similarly surprising are several references to the U.S.S.R., in each case asso- 
ciated with a quotation from Professor Pigou so as to give the impression 
that the highest economic authorities are agreed, to the effect that in the 
U.S.S.R. planning has resulted in a very high efficiency of labor, and that in 
the U.S.S.R. there is a concentration of investment in the “intelligence and 
character of the people.” This is hardly fair to Professor Pigou, and certainly 
as unfair to economists in general as it is untrue of the Soviet Union. 

Throughout the major portion of the book, the freedom and the prefer- 
ences of the consumer constitute the ultimate guide to what should be done. 
But in the concluding notes, which are much less worked out than the rest 
of the book, there are a number of places where the preferences of the ccn- 
sumer are rather cavalierly brushed aside. The author recognizes that the 
use of the price mechanism involves a reward for work at a rate equal to the 
value of the marginal product. This he sees can lead to a much greater in- 
equality of income than may be considered permissible in the socialist society.: 
He then suggests that this could be met by providing some of the reward 
not in money, but in real benefits such as increased leisure, social amenities 
and supply of goods and services “especially preferred by the individual.” 
This does not fit in with the general approach. If the individual really prefers 
these amenities, he would spend his money wages on them, so that the pro- 
posal really involves an evasion of the issue and a hidden disregard of the 
individual preferences. 

Elsewhere the author declares that the decision of what proportion of the 
social resources should be converted into investment is of a political character 
and arbitrary. He does not seem to see that this is no more true with a plan- 
ning authority in existence than in any society in which the government 
undertakes responsibility for full employment, and that it is possible for the 
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planning authority, if it so wishes, to permit the individual preferences of 
individuals to determine this decision completely by means of the price 
mechanism. 

And at the end of the book, in an appendix on “A. P. Lerner’s envelope,” 
the urgent desire to find very low marginal costs, leading to more cheap and 
more free goods in the planned economy, leads to a rather inconvenient 
erratic long-term marginal cost curve being called, in error, a long-term 
average cost curve and thus eliminated from consideration. 

These last comments may seem to be very critical, but they refer only to 
some marginal weaknesses. It has seemed worthwhile to point them up only 
because they stand out as exceptions to the dogged consistency and thorough- 
ness with which the author applies the principles of marginal analysis to 
the social interest and insists that the social interest is nothing but the 
interests of the individuals in the society. I would, therefore, like to recom- 
mend the book to all interested in the subject. As it is stated in the Intro- 
duction, the author is a young man who shows very great ability. The weak- 
nesses mentioned above are to be found in part of the work on which he, 
himself, recognizes more work needs to be done. It is to be expected that 
when he does spend some more time on this, these weaknesses will be re- 
moved and we may look forward to some significant contributidns by Mr. 
Krishnamurti to economic theory in this field. 
Appa P. Lerner 


Roosevelt College 


Histoire des Théories Economiques. By Emice James. (Paris: Flammarion. 
1950. Pp. 328. 450 fr.) 

Economic theory from Aristotle to Lord Keynes is the subject of this inter- 
esting volume by Emile James, professor at the Sorbonne, The first two parts 
of the book cover economics prior to 1750, and the Classical Schools: 
Physiocracy, Adam Smith, Malthus, Ricardo, and Jean-Baptiste Say. Part 
III analyzes the reaction against classical ideas (Sismondi, Proudhon, the 
Historical School, Friedrich List, Rodbertus-Jagetzow, John Stuart Mill, 
and Karl Marx). Part IV, devoted to the study of pure economics, empha- 
sizes the works of Stanley Jevons, Carl Menger, Léon Walras, and their 
followers. The final part is subdivided into two sections, dealing respectively 
with “special problems” (econometrics, social progress, wages, welfare, money, 
international exchange, business cycles) and “recent abstract economic 
thought” (Knut Wicksell, Lord Keynes, the Swedish School, etc.). Under 
the heading “1950"--the work was concluded in May, 1949-—the author 
sums up the progress of economic thought in the past and tries to forecast 
the direction in which economics will develop in the future. 

The main feature of the book is its emphasis on economic theories rather 
than on (what the author calls) economic “doctrines.” In principle, the 
author would prefer to separate economic theories completely from economic 
doctrines. But since the latter influence the former, such a radical separation 
would be irtolerable in a historical book, and he has therefore decided to 
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include in his survey those doctrines which seem indispensable for the under- 
standing of the evolution of economic.theories. References to doctrines have 
thus been limited to the strictest minimum. Consequently, all utopian sys- 
tems have been deliberately omitted. | 

The history of economic thought, as the author conceives it, has three 
tasks to perform: (a) to list the different methods of “conceptualization” 
used by economists, and to indicate the progress made in elaborating certain 
abstract concepts; (b) to show, for every period, the interrelationship be- 
tween the prevailing philosophy and the appearance of new ways of thought 
in political economy; and, above all, (c) to indicate the gradual progress in 
the analysis of the relations between the main economic phenomena, such as, 
for example, price formation, saving, investments, etc. 

The book is destined for a special audience. ‘It was written neither for 
those who have no training in economics, nor for specialists who already 
have an intimate knowledge of the old or new theories. It was conceived as a 
point of departure for those who, knowing a little of political economy, wish 
to proceed to the study of the theoretical problems, for example, for French 
students beginning their work for the doctorate.” Professor James’ book 
will undoubtedly prove useful to those students, There are several excellently 
written chapters summarizing the thought either of individual economists or 
of whole schools. Relatively much space is allotted to American economists. 
One feels none the less, in many spots, that the author was greatly handicapped 
by space limitations, all the more as he tries to be all-inclusive. This un- 
doubtedly explains why in a few chapters his exposition appears to be either 
too short or, perhaps, too abrupt. In some instances, moreover, the exposi- 
tion is not entirely adequate. Karl Marx, for example, is alleged to have 
said that in precapitalist economy the worker preserved the full fruit of his 
work, and that, consequently, there was no spoliation in the exchange (p. 
130). In fact, however, Marx is known to have maintained that exploita- 
tion of labor (surplus value) is a characteristic of all society divided into 
classes, and not only of the capitalist society. Very doubtful is also the 
author's statement that today even “the purest Marxists” no longer defend 
the value theory of the author of Das Kapital (p. 131). The author also ex- 
aggerates the early influence of Marx on economic thought. He asserts, with- 
out any proofs, that as an unexpected consequence of Marx’s “scientism,” 
“political economy since 1848 was more concerned than before with advising 
and less with describing” (p. 141). 

There are several interesting bibliographical indications, but the textbook 
would prove more useful to the reader if he were given more adequate 
guidance. Thus, for example, after having referred to three important publica- 
tions of Saint-Simon and the Saint-Simonian School, the author recommends 
(p. 108): “See also Oeuvres de Saint-Simon et d’Enfantin, 1865.” He does 
not add, however, that this item, which was published between 1865 and 
1878, includes no less than forty-seven volumes, most of which are of no 
value for the student of economic theories. There is no index, and proof- 
reading is slightly deficient. 

An attempt at synthesis is made throughout the whole text, which, despite 
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its inadequacies, contributes to the understanding of the history of economic 
theories. It is a useful study and has a dejinite place in the collection of any- 
one interested in the field. 
EpMUND SILBERNER 
Princeton University 


The Schumpeterian System. By Ricuarp V. CLemence and Francis S. 
Doopy. (Cambridge: Addison-Wesley Press. 1950. Pp. 117. $2.50.) 

In 1934, when the English translation of his Theorie der wirtschaftlichen 
Entwicklung was published, Professor Schumpeter wrote that he had 
“|. . mever come across an objection on essential points which carried con- 
viction to [his] mind.” This was written more than three decades after 
the first publication of the book. Now, sixteen years after the first English 
edition of the Theory and ten years after the appearance of the Business 
Cycles, Professors Clemence and Doody have undertaken the task of test- 
ing the vulnerability of the system to critical attack. They have provided 
a systematic survey of some major objections to the theory and considered 
the extent to which the Schumpeter model is damaged by the criticism. 

The first part of The Schumpeterian System is devoted to an outline of 
the theory. The exposition is neat and straightforward and represents a 
heroic job of compression. What emerges is an al-breviated historical busi- 
ness cycle schema in which investment is presented as the heart of the cycle 
problem. The distinguishing feature of this investment explanation of capi- 
talist fluctuations is the emphasis on the effect of “new combinations’’-—the 
result of carrying out a specific kind of investment, that associated with 
innovation—as opposed to emphasis simply on the effect of investment ex- 
penditure. There are important underemphases in the summary (for in- 
stance, the réle of the banking system, and the identity of cyclical fluctua- 
tions and capitalist evolution in the theoretical system), but it is intended 
as a peg on which to hang the subsequent consideration of the objections. 
As such, it is quite convenient. 

Criticisms of the system are grouped under six headings: the Circular Flow, 
the Concept of Innovation, the Clustering of Innovations, the Impact of 
Innovation, the Three-cycle Schema, and the Long Waves. This review will 
not attempt to cover all or even most of the criticisms considered, but will 
be confined to examining the major objections discussed (contested is pos- 
sibly a more accurate designation). In the first of these chapters the authors 
reproduce Paul Samuelson’s effective treatment of the controversy over the 
zero rate of interest in Schumpeter’s model of the stationary state. The 
circular flow is preliminary to the main argument, and by the time Business 
Cycles was written Schumpeter was ready to point out that rates other than 
zero might be substituted without essential alteration of the system. The 
important issue, after all, is the analysis of the effect of innovation in raising 
the interest rate and the subsequent approach to the limit of the use of 
capital in the process of adjustment to equilibrium (there is also the corol- 
lary argument with respect to the nature of profit). 

Before considering the clustering of innovations Clemence and Doody look 
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briefly into the problems of why innovations are innovated and, more specifi- 
cally, why innovations should be made in neighborhoods of equilibrium. The 
inadequacy of their treatment of the latter question is doubly unfortunate, 
first, for their own conclusions, and secondly, because the ambiguity of the 
equilibrium concept in Schumpeter’s Second Approximation and Third 
(multicycle) Approximation is one of the weakest points in the theory. To 
argue, as Clemence and Doody have, that innovation in equilibrium neigh- 
borhoods is assured because if innovation failed to appear, the capitalist 
process would come to an end, is to be guilty of the crudest circularity. In 
the next chapter, on the clustering of innovations, they quote from Oskar 
Lange’s effective argument that the bunching in equilibrium neighborhoods 
“. . . is a@ consequence of the changing risk of failure.” It would have been 
better to let this answer suffice for the question when it was first posed. 

The problem of equilibrium comes up again in the later chapter on the 
three-cycie schema (with reference to the identification of different orders of 
equilibrium) and the authors then fall back on the fact that Professor 
Schumpeter insisted upon historical analysis for the determination of 
equilibrium neighborhoods. But nowhere do they face the central problem 
of the meaning of equilibrium in this system. Schumpeter spoke of statisti- 
cal equilibria, referring evidently to something akin to the Frisch normal 
points, theoretical equilibrium, an extension of the Walrasian equilibrium, 
and historical or “businessman's” equilibrium. These are nowhere clearly 
tied together, and the effectiveness of the model does suffer from this am- 
biguity. The following are examples of the problems which arise about this 
issue: the location of the equilibrium (the most favorable climate) at an in- 
flection point in the time series, the point at which the curve is steepest and 
the rate of change most rapid; the significance of the equilibrium through 
which the system passes in falling from recession into depression. In the pure 
model, the two-phase cycle, the equilibrium stands out sharply. In the second 
approximation and the third, the various approaches become confused and 
the inadequacy of formulation becomes especially clear with the problems 
of identification of orders of equilibrium and decomposition of cycles. The 
authors do not deal effectively with this major objection to the system. 

In discussing the objections which have been presented to the clustering 
of innovations in the theoretical system, Clemence and Doody concentrate 
on Professor Kuznets’ criticism, They correctly reject his stricture that clus- 
tering depends on a discontinuity in supply of entrepreneurial ability or of 
inventions over time. As was mentioned above, they depend largely here on 
Lange's argument of the changing risk of failure. They then go on and ex- 
tend the argument to counter effectively the charge that innovation would 
not slacken as the economy departed from equilibrium. In dealing with the 
question of the “innovation of the slump,” however, they miss the corollary 
problem of the mechanism of the lower turning point. Neither here nor in 
the later discussion of Innovation and the Theory of Employment (the 
most likely places for considering this objection) do the authors take up the 
criticism that the lower turning point in the four-phase cycle is not satis- 
factorily dealt with in terms of reorganization and “depression business” 
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opportunities. The petering out of depressions was considered by Dr. Lange 
to be explained in the Schumpeter model by “the special empirical fact 
that the cumulative multipliers are finite” (in addition to possible external 
factors), but he gave no further explanation for the rise to a new equi- 
librium. 

The chapter on the Impact of Innovation answers effectively the argu- 
ments that the Schumpeter model neglects the effects of innovation in creat- 
ing investment opportunities and that the model is so remote from statistical 
fact as to restrict significantly its efficacy for explaining business cycles. 
There is in the former discussion a good, concise description of the historical 
nature of the system (in the sense of Paul Samuelson’s classification) and 
the significance of this for the impact of innovation on investment oppor- 
tunity. Unlike causal theories, in which the impact of the propagating 
mechanism depends only on the functional time elapsed, impulses in histori- 
cal models, in general, and the innovation in the Schumpeter model, in par- 
ticular, will have an impact the shape of which is determined by the exact 
historical time (and the cycle phase) in which they are introduced. 

In the same chapter, discussing Innovation and the Theory of Employ- 
ment, the authors do not come off so well. Their remarks about Keynes’ 
“Notes on the Trade Cycle” do not answer effectively the criticism that the 
Schumpeter cycle theory is significantly weaker for not embodying an effec- 
tive theory of employment. Such apparent paradoxes in the model as the 
falling real income consumed during prosperity and the increase during re- 
cession are explainable if fluctuations in employment are introduced, as 
Lange has pointed out. 

In the final two chapters in this part Clemence and Doody consider the 
important body of criticism aimed at the Three-cycle Schema and the Long 
Waves in Schumpeter’s theory of capitalist development. The serious diffi- 
culties involved in the identification of equilibrium points have been noted 
earlier in this review. On the questions of the rigidity of the three-cycle sys- 
tem and the “mechanical” extension of Juglar theory to the other orders of 
cycle the authors use material from the theory with good effect. Decomposi- 
tion into three cycles was defended by Professor Schumpeter as having ex- 
pository convenience in addition’ to having historical verification. The theory 
would support an indefinite number of cycles running together—the effect 
of secondary waves and the clustering of innovations lends theoretical sup- 
port to the choice of three orders of cycles. More recently Schumpeter in- 
dicated clearly that he was not simply extending his explanation of the 
Juglar to the other cycles by his repeated support of the inventory cycle 
as explanation for the Kitchin cycle and by his stress on the historical mean- 
ingfulness of Kondratieff waves as individual epochs in capitalist history. 
He also emphasized, however, that the long-run phenomena are of essen- 
tially the same character as the other observed cycles, enough so, indeed, to 
be useful for forecasting. With respect to locating the Kondratieff cycles in 
time series the authors indicate the difficulty of finding them in other than 
value series, but do not effectively defend the significance of the long waves 
shown there. 
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The authors conclude by cataloging briefly the achievements and limita- 
tions of the system and by stating that the “.. . objections . . . so far raised 
fail to damage the model to any discernible extent, and that criticism has 
left it quite intact.” While they have been on the whole effective protagonists 
of Professor Schumpeter’s position, their conclusion is too sweeping for the 
criticisms which have been considered and the limitations of some of their 
refutation. The main value of this book, which is not inconsiderable, rests 
not so much in any defense Clemence and Doody might offer for the Schum- 
peter theory as on the concise summary of the structure and the systematic 
presentation of the objections made to various, individual aspects of it. 

ALFrep H. Conrap 

Washington, D.C. 


Five Lectures on Economic Problems. By Grorce J. SticLer. (New York: 
Macmillan Co. 1950. Pp. 65. $1.75.) 


This volume is the publication of a series of lectures delivered by Mr. 
Stigler at the London School of Economics and Poltical Science in 1949. 
Since the essays reflect the author’s views on five not very closely related 
topics, I will consider them separately in turn. 

The first lecture, “The Economists and Equality,” compares the posi- 
tions of the classical economists (neglect) and the modern economists (sup- 
port) relative to the equality of income distribution, and states Stigler’s 
position, which sides toward the classical. The classical economists, through 
Mill and Marshall, really did not espouse the Benthamite philosophy and re- 
jected maximum material satisfaction as a goal. Hence they were not much 
concerned with equalizing incomes, the satisfaction from which in any 
event depended more on past incomes and other peoples’ incomes than on 
their immediate amount. They did favor maximizing output, but largely 
because better individuals were developed when they tried to maximize. I 
will leave the reader to check this against his own understanding of the 
classical economists, including Mill. 

Modern economists favor greater equality either on the basis of a crude 
diminishing utility argument, or to increase the propensity to consume, or 
simply because equality is a desirable end. Because of alleged flaws in the 
theoretical systems underlying the first two justifications of equality, Stigler 
sees merit only in the last. Stigler’s positive position on welfare economics 
is that primary reference to the goals of maximum output and greater 
equality is dangerous; the goals may conflict, and also we must add stand- 
ards relative to improvement of the individual and to the type of political 
and social organization. He espouses what he calls “the liberal goal” (not 
clearly defined), and would use maximum output and greater equality as 
only proximate goals and with a liberal admixture of salt. 

The second essay, “Monopolistic Competition in Retrospect,” evaluates 
the contribution to price theory of Chamberlin and Triffin. Chamberlin, ac- 
cording to Stigler, was a big disappointment, since he really did not develop 
a logically consistent theory of economic events containing more accurate 
or comprehensive implications than neo-classical price theory. All of his 
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conclusions and neat solutions rest on an arbitrary group or industry con- 
cept, a product uniformity assumption, and a symmetry assumption, and 
when these are dropped (as each must be), all we have left is a manifold 
range of possibilities, including “the familiar uncertainty” of oligopoly situa- 
tions. “As a result, in the general case, we cannot make a single statement 
about economic events in the world we sought to analyze.” 

Triffin did not help matters much, since he did little more than redefine 
the problem in general equilibrium terms, presenting no developed solu- 
tions, and did not lead us in the direction of a usable price theory. Chamber- 
lin and Triffin failed because they attempted to make price theory at once 
realistic in detail and general in logic, and this is impossible in the face of 
the complexity of events. Theory should confine itself to making predic- 
tions of behavior in specific situations. Chamberlain has helped us mainly 
(1) by giving us a multi-firm monopolistic competition model of restricted 
and as yet unproved usefulness, and (2) because he has led us to “a re- 
orientation and refinement of our thinking on monopoly.” 

Stigler’s critique of Chamberlin is surprising. The limitations of Cham- 
berlin’s first approximation models are evident to all, but Stigler apparently 
has little to concede concerning the utility of such first approximations, the 
substantial contribution of at least stating the problem more adequately (if 
not offering a fully general solution where none exists), or the major re- 
direction of thought in the price theory for which Chamberlin seems pri- 
marily responsible. Stigler’s reference to the Chamberlin oligopoly problem 
as “familiar” typifies this odd attitude, when it was certainly Chamberlin 
who familiarized most contemporary theorists with the potential importance 
of the oligopoly concept. Although I agree with Stigler that a polished and 
complete theoretical system did not (and need not) emerge from Chamberlin, 
I feel that his concessions to Chamberlin’s fundamental contribution are to 
say the least grudging. 

The third and fourth lectures, “The Classical Fconomists: An Alternative 
View,” and “The Mathematical Method in Economics,” are evidently light 
pieces, or breathers, in the lecture series. In the first of these Stigler argues, 
with a lengthy paraphrase from Senior’s report on the hand-loom weavers, 
that although the classical economists now seem to have been deficient as 
formal theorists in concept and technique, they were not so bad when they 
sat down to analyze a practical problem. This is probably correct. The fourth 
lecture is a very sensible little essay on the place of mathematics in eco- 
nomics. Stigler argues that mathematics is not the answer to all the econo- 
mist’s problems, nor properly as yet his primary concern, nor the primary 
language that he should speak —-as a matter of fact, mathematical economists 
should be required always to translate. I agree. 

The last lecture, “Competition in the United States,” first sets out to 
estimate the relative réles of competition and monopoly in this country in 
1939 (the term oligopoly is not used). By his definitions, and weighting in- 
- dustries by income originating therein, we were, in 1939, 55.2 per cent com- 
petitive, 24.4 per cent monopolistic, 2.5 per cent under compulsory cartels, 
and 17.9 per cent not allocable. It is Stigler’s definitions and his use thereof 
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that are most interesting. Competitive industry either must possess a large 
number of small firms and free entry, or, if possessing few firms or sub- 
stantial concentration, must evidence price or product competition leading 
to approximate equality of price and marginal cost in the long run. Mo- 
nopolized industries include compulsory government cartels in otherwise 
competitive industry, and all others, including rails and utilities. These 
designations are apparently felt to be descriptive of the classifications of 
Wilcox (T.N.E.C. Monograph No. 21—no page reference given), which 
Stigler chooses to follow. Checking Wilcox (ibid., p. 20), I find that to be 
competitive, an industry must possess at least some of these characteristics 
(the crucial number is not specified)—numerous producers, low concentra- 
tion, non-identical prices, flexible prices, cyclical output stability, moderate 
profits, entry and exit, high business mortality, Stigler follows Wilcox in the 
application of this mish-mash of alternative standards. 

A first comment on the Wilcox-Stigler classification is that even if the 
criteria of classification were specified sufficiently to remove the procedure 
from the realm of the slap-dash or primarily subjective, neither Wilcox nor 
Stigler nor anyone else at the moment knows enough about enough of the 
industries or groups classified to put forward an apparently firm estimate 
of how many of our industries are and are not competitive or workably 
competitive or what have you. Guesses of the sort set forth here by Stigler 
are worse than nothing, especially when unaccompanied by the extended 
explanations and qualifications of the underlying (Wilcox) material. 

We do know something of the degree of concentration in industries, and 
can make a corresponding structural classification of a more’ objective sort. 
From the concentration standpoint, Stigler’s treatment of manufacturing in- 
dustries, which he finds about 55 per cent competitive, is interesting. In- 
cluded as competitive are apparentiy, for example, the following industries, 
with per cent of value-product contributed in 1935 by the largest four 
producers: breakfast cereals (68.1), chocolate (67.8), liquor (51.2), con- 
densed milk (44.6), shortenings (69.0), meat packing (55.6), oleomargarine 
(79.1), matches (70.3), cardboard (61.9), wallpaper (41.4), carpets (51.1), 
tires and tubes (80.9), laundry equipment (56.0), refrigerators (46.1). Most 
economists would probably consider these industries oligopolistic in structure-— 
whether they are competitive by Stigler’s or other definitions, we simply do not 
know in most cases. 

The Stigler findings on the place of competition in the economy (67.3 
per cent of allocable industry), however, are dominated by non-manufactur- 
ing industries. Sixty per cent of the competitive sector is made up of trade, 
services, contract construction, and finance, of which the first and third 
are thrown almost bodily into the competitive bin, and another 14.4 per 
cent of our competition is found in agriculture, forest, and fishery. How 
competitive or workably competitive all of this is would make a nice ques- 
tion for a number of very lengthy investigations. 

Stigler also analyzes the trend of competition in this country since 1870. 
His findings, which rest in the first instance on the classification described 
above and on the assumption that the derived competition-monopoly propor- 
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tion of each broad industrial sector for 1940 held from 1870 on, and in the 
second instance very largely on the movement of the position of the first 
firm in twenty industries since 1905, do not merit comment. As a whole, this 
last lecture was a serious disappointment. 

Taken as a whole, the performance in this series of lectures is quite spotty 
and far from Stigler’s best. But they are worth reading for their stimulus 
to thought, whether in agreement or in reaction. 

Jor 5. Bain 

Berkeley, California 


Overhead Costs. By W. Artuur Lewis. (New York: Rinehart and Co. 
1949. Pp. 200. $3.00.) 

This excellent little book is the third volume selected for publication in 
the New Works series by the Library of Economics. The title is somewhat 
misleading and perhaps unfortunate. The book does not, as one might ex- 
pect, deal with the managerial or accounting aspects of overhead costs. 
Rather, it is a group of seven essays concerned broadly with the allocation 
of resources in monopolistic areas and, more specifically, with the administra- 
tion and control of price-output decisions for enterprises under state regula- 
tion or management, 

Professor Lewis establishes the main elements of his theoretical framework 
in the initial essay, “Fixed Costs.” He rejects the traditional view that cost 
is essentially a function of output and that marginal cost is the only impor- 
tant social cost. The usual distinctions between fixed and variable and long- 
and short-run costs are, he contends, too simple and have produced a good 
deal of erroneous analysis, particularly in monopolistic markets where the 
ratio of fixed to variable costs is high. 

Demarcation of the line between fixed and variable costs requires recogni- 
tion of four distinct categories of fixed costs: (a) those fixed in the short 
run but not the long run, (b) joint costs that are fixed by reason of their 
indivisibility, (c) those fixed for small but not large changes in output and 
(d) those which are fixed under all circumstances. As thus modified, the 
traditional price = marginal cost concept for allocating resources finds no 
simple application in the analysis of imperfect markets or the administration 
of state enterprises. “There is no such quantity as the ‘marginal cost’ of out- 
put; there is not even a simple choice between two quantities, short- and 
long-run costs; there is a large variety of costs to choose from, depending 
merely how far ahead vou choose ‘to look, and this collection of costs itself 
varies from day to day, as current commitments alter.’’ In addition, in- 
divisible variable expenses must be covered if resources are to be utilized 
fully, and distinction must be made between business or accounting costs 
(amounts spent on production) and economic or social costs (those which 
cannot be escaped). 

The analytical problems involved in the application of these concepts are 
indeed great and, for those who insist upon rigidly determinate solutions, 
they may well be insuperable. Professor Lewis takes his hypotheses to the 


q 
| 
ie 
| = 
a 
4 
H 
& 
a 
. 


922 THE AMERICAN ECONOMIC REVIEW 


market place for testing and, on the whole, with successful and challenging 
results. 

In “Fixed Costs,” he examines the problem of economic coordination be- 
tween two competing utility services. “The Two Part Tariff’ is concerned 
with the principles behind multiple rates for electrical service and the use 
of this pricing method to obtain full utilization of existing resources. ‘The 
Economics of Loyalty” deals with the economics of price discrimination as a 
device for attracting and holding consumers. “The Inter-Relations of Ship- 
ping Freights” probes the relationships involved in various types of ocean 
‘rates and charters and the economic assumptions and results of price-fixing 
arrangements begun in 1935. “Competition in Retail Trade” examines the 
economic factors that determine {the size, location, number and competitive 
relationships of retail stores with the particular purpose of uncovering the 
issues and principles useful for guiding policy-makers should retailing be- 
come subject to public regulation. 

The last two essays, “Monopoly and the Law” and “The Administration 
of Socialist Enterprises,” are considerably broader in scope. The first is an 
orthodox but persuasive presentation of the case for compulsory competi- 
tion vs. private or state monopoly. The second points out that socialization is 
no automatic panacea for social ills and urges, among other things, the en- 
couragement of competition within and between nationalized industries and 
the establishment of a control structure that will permit full and prompt 
reflection of consumer interests. 

Judgment as to the lasting qualities of a book of this nature is likely to 
vary directly with the interests of particular readers. In the opinion of 
this reviewer, Professor Lewis has made two significant contributions. First, 
his refinernent of the nature and role of fixed costs in the marginal equation 
is an important step toward an understanding of the complex of relation- 
ships in concentrated markets. Second, he has not been content to stop (as 
is frequently the case) with pointing out the flaws in existing concepts but 
has gone on to effect a constructive synthesis of his own hypotheses with 
particular market structures. 

In any event, most readers will agree that Professor Lewis is not only 
singularly adept as a theorist but combines this quality with an excellent 
sense for the relationship of theory to reality and with unusual skill as a 
writer. 

Atrrep S. CLEVELAND 

The Brookings Institution 


Twentieth Century Economic Thought. Edited by GLENN Hoover. (New 
York: Philosophical Library. 1950. Pp. xiii, 819. $12.00.) 

The term ‘economic thought” in the title of this volume refers, not to 
pure theory, but to the application of economic reasoning to issues of na- 
tional policy. Only two of the twenty essays are primarily theoretical: the 
remaining chapters deal with a wide range of policy issues, including social 
security legislation, government control of agricultural prices, the analysis 
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and control of economic fluctuations, international economic policies, public 
regulation of trade unions, and methods of preserving free competitive enter- 
prise. 

Professor Hoover has limited his own rdéle to the selection of authors and 
subjects, and has not edited the chapters cither as to thought or style. The 
result is some unevenness in the level of treatment, ranging from the rather 
technical and difficult chapters by Frank H. Knight and Benjamin Higgins 
to the much more elementary treatment by Emerson P. Schmidt. For the 
most part, however, the volume is within the competence of the intelligent 
layman to whom it is primarily addressed, while at the same time avoid- 
ing the oversimplification of much popular writing. 

The average quality of the chapters is good. Most of them present a clear 
and well-reasoned point of view, with a pleasing absence of straddling or 
evasion of difficult problems. The contributions by Erdman, Hayes, Higgins, 
Hoover, Isaacs, Knight, and Kreps impressed this reviewer as particularly 
well done. 

The editor notes in his preface that professional economists are often in 
disagreement on policy matters. It might have been well to warn lay readers 
even more forcibly that some of the chapters represent only one point of view 
on a controversial subject, and that the statements made would be disputed 
by other scholars. One suspects, for example, that many would quarrel with 
Miss Bingham’s assertion that social security “is merely a new name for .. . 
relief of the needy” (p. 19), and that insurance concepts are entirely in- 
valid; or Professor Brown's advocacy of the single tax (Chap. III); or Pro- 
fessor Erdman’s reluctance to countenance price supports or other methods 
of farm income stabilization during periods of economic depression (p. 154); 
or Professor Knight's view that intervention to raise wage rates is likely to 
be ineffective or actually harmful (pp. 504-5). 

Economists can perform a useful service by discussing important public 
issues at a popular level and, in so doing, they are bound to voice individual 
judgments and preferences. We must take care, however, that the public 
realizes the need for a representative cross-section of professional opinion on 
disputed issues. It would be unfortunate if lay readers were to take this col- 
lection (or any other collection) of essays as the unanimous voice of the 
economics profession. 

This volume is to be welcomed as a solid contribution to public thinking 
on economic affairs. One may hope that it will be widely read and discussed, 
and that economists who disagree with any of the views expressed will take 
up the cudgels in their turn. 


Lioyp G. REYNOLDS 
Yale University 


Basic Economics. A Macro- and Micro-Analysis. By Georcr H. Evans, Jx. 
(New York: Alfred A. Knopf. 1950. Pp. xix, 381. $4.50; text, $3.40.) 
This volume is designed to meet the needs of a one-term course in ele- 
mentary economics with particular reference to two grouns of students: 
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“those who do not expect to take further work in the subject; and those who 
plan to major in economics or a related study” (preface, v). Its funda- 
mental purpose is to provide a knowledge of the problems and methods of 
economics which will enable the student to carry out an intelligent réle “as 
an amateur political economist” (p. 377). Three primary objectives are: 
“(1) to acquaint its readers with the nature of the problems with which 
economics deals, (2) to give a fair degree of understanding of some of the 
analytical methods employed in studying those problems, and (3) to stimu- 
late thought and discussion about basic economic problems” (p. 3). 

By far the greatest emphasis is on aggregative economics. Parts I and II 
deal with the macro-economic problems which relate to the various economic 
institutions, including the monetary and banking system, long-term credit 
and venture capital, labor organization, big business, and the national eco- 
nomic problems, such as economic growth, business cycles, the employment 
problem, economic welfare, the national debt, inflation, and interest rates. 
Parts III and IV direct attention toward the micro-economics of the market 
and the individual firm. Part V returns to the economics of aggregates in the 
problems of international trade. P 

There can be no quarrel with the objectives proposed for the volume. The 
profession stands in great need of a text, adapted to the requirements of one 
semester, particularly for students who do not intend to major in economics. 
Also, the topical order of presentation, differing as it does from that in most 
economic texts by beginning and ending with aggregates, would seem to be 
more teachable. But the strength and weaknesses of any book lie in its con- 
tent and here there are serious questions to raise. With respect to the strong 
points, the book is commendable for its brevity. In addition, the description 
of the various economic institutions and their problems seems quite ade- 
quate. The chapters on economic growth and entrepreneurial income provide 
a desirable and original emphasis. In discussing entrepreneurial income the 
author not only indicates the present weaknesses in the theory but suggests an 
improvement by breaking the functions of the entrepreneur into four parts: 
the owner, the management, the control, and the enterprise. 

In spite of these good points, the inclusion of many difficult ideas normally 
reserved for consideration in the second semester or in advanced economic 
courses, although raising the level of scholarship, greatly limits the useful- 
ness of the book as a one-semester introduction to economics. Thus, in dis- 
cussion of micro-economics, it is surprising to find a section (pp. 247-53) 
devoted to the development of and the derivation of demand and supply 
curves, including a dozen or so demand and supply equations and material 
on three-dimensional diagrams. Again, it would seem unnecessary in an intro- 
ductory course to use a three-dimensional diagram (pp. 291-92) to explain 
economic rent. Even more unexpected is the section on Euler's Theorem (pp. 
295.96), not only because of its difficulty, but because the numerical ex- 
amples used, without the calculus, seem no more convincing proof that 
the distribution of net product on the basis of marginal productivity ex- 
hausts the total product, than does a simple statement of the proposition. 
Finally, it is unusual, in an elementary treatment, to find pricing under 
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monopolistic competition (pp. 334-35) explained in terms of the probability 
laws, strategies, and tables presented in Hurwicz's, “The Theory of Eco- 
nomic Behavior.”' These materials provide useful tools of analysis but are 
not essential to a beginner's understanding of the pricing system. It would 
seem unwise, therefore, to include them in the first and probably only ex- 
posure which many college students will have to the problems and objectives 
of economics. 

Besides presenting these unusually difficult economic concepts in his state- 
ment on market economics and pricing of the individual firm, it is to be 
regretted that the author makes little use of the national income analysis 
presented in his Chapter 10. Once having developed the analytical model in 
which changes in planned savings and planned investment affect changes in 
the level of income, no further use is made of the tools although two of the 
three financial problems of aggregative economics (the national debt and 
control of inflation during World War 11) might logically have been analyzed 
with the aid of the savings-investment mechanism. Likewise, the section on 
international trade and economics largely ignores income effects. 

The conclusion from this review is that the author had an excellent idea 
in preparing a new treatment of basic economics, oriented toward national 
economic policy problems and tailored to the needs of the one semester stu- 
dent. But the too rigorous treatment of certain specialized topics leaves one 
encouraged by the scope and vitality of the idea but thwarted somewhat 
by its practical content and expression in the book. 


KENNETH Roose 
Oberlin College 
‘American Economic Review, Vol. XXXV, No. § (Dec., 1945), pp. 909-25, 


Economic History; National Economies 


The Decline and Fall of British Capitalism. By Keitu Hurcuison, (New 
York: Scribner. 1950. Pp. 315. $3.50.) 

Crisis in Britain. By Rowert A. Brapy. (Berkeley and Los Angeles: Univ. 
of California Press. London: Cambridge University Press. 1950. Pp. xii, 
730. $5.00.) 

If its title and a certain theme song running through the text be, for the 
moment, neglected, the American (and the British reader, too) will find Mr. 
Hutchison's book a fascinating and true account from its start in 1880 to 
its final glimpse into the future. The treatment is broadly chronological, in 
five ages; fin de siécle, Edwardian, First World War, Interwar, and “One 
War too Many.” Repeatedly the reviewer has found once isolated political per- 
sonages and events-—-Lord Randolph Churchill, The Primrose League, the En- 
tente Cordiale—neatly navigating, and illuminating, the stream of social 
forces. Mr. Hutchison knows his original authorities, Beatrice Webb, See- 
bohm Rowntree, Keith Hancock, and his economics and economic history; 
he displays sound judgment, even on such sources of acrimony as the suf- 
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fragettes or Lord Lansdowne’s peace feeler of 1917. The period is one reach- 
ing out beyond that of ordinary history books and reaching back too early for 
the journalist; a period most important to have bridged, and delightful to 
have so elegantly bridged. 

But, really, the title of the book cannot be overlooked nor the theme run- 
ning through its members; Part IV, for instance, is the Decadence and 
Part V, the Last Days of British Capitalism. The reader would hardly 
imagine (as Professor Brady's book brings out) that the Labour Party is 
today still arguing whether to proceed beyond the mere 20 per cent of na- 
tionalisation at present more or less envisaged; or that large British Joint 
Stock companies still flourish and multiply with booms, as well as slumps, in 
their shares on a lively Stock Exchange. Mr. Hutchison can no doubt answer 
back that he did not mean the fall of capitalist institutions thus crudely. 
But in that case, he should have spent more time explaining his more subtle 
tests of the decline, fall or decadence of capitalism. The “economic decadence” 
of British capitalism is summed up as a fact (p. 225) after four or five pagés 
on the introduction of the tariff into Britian in 1932. Has American capital- 
ism then been decadent since the middle-nineteenth century? A passage, all 
too brief, on the first page of the Introduction makes capitalism synonymous 
with the free-market system (“the heart of the capitalist economy”’), un- 
graduated direct taxation and absence o/ social services. But treedom of supply 
and demand and their restriction today is not what Mr. Hutchison is writing 
about. Curiously enough, the dust cover “blurb,” so often an unreliable index 
to inside contents, is nearer the mark in announcing a narrative of “the slow 
retreat by the British ruling classes”! 

Capitalism must refer not just to a market mechanism or financial devices 
but to some industrial power of private property (that, at least, is the way 
the Oxford dictionary has it) and it is actually this power which the narra- 
tive follows up. Something in Britain certainly has declined, if not fallen, 
which Mr. Hutchison alludes to often enough— the comiort and the rule 
of the aristocracy and grande bourgeoise. In the earlier part of Mr. Hutchi- 
son's period, capitalism was actually rising in power at the expense of the 
landed aristocracy. After Lord Salisbury’s resignation in 1901, no peer has 
been Prime Minister or is ever likely to be; and Tory Prime Ministers have, 
except in wartime, been frankly provincial and capitalist--Bonar-Law, 
Baldwin, Neville Chamberlain. The story Mr. Hutchison is telling, and 
telling admirably, is the decline and fall of the political power of the quasi- 
feudal upper class, then the decline in power, but certainly not the fall, of the 
capitalist middle class. Mr. Hutchison is perfectly right when he says that 
total war has proved an enemy to capitalism, but he does not admit the 
corollary that if war and the danger of war retreat, capitalism may revive 
as it did in 1921-29 and 1935-57. The structure of capitalism is still fairly 
intact in Britain, and government controls have already been taken off as 
shortages due to the war come to an end. 

Professor Brady's Crisis in Britain is complementary to the Decline end 
Fall. It does not pursue trends but paints in the details of the present mixed 
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capitalist and socialist scene. The first chapter provides a sociological frame 
to the landscape, very necessary for American readers. After that, successive 
chapters take one economic activity after another—banking, coal, public 
utilities, iron and steel, transport, telecommunications, agriculture and market- 
ing—and analyse, in each case with independent comment, the economic situa- 
tion and political overtones previous to nationalisation (or rationalisation), 
the scheme itself and its reception, particularly in Parliament (the author is 
well up on Hansard). But there is far more than the control of economic 
activities in the Labour programme and Professor Brady devotes further 
chapters to British social security, town and country planning, industrial 
location and development, and empire relations. 

For the average English-reading but England-unconscious American, get- 
ting the background right is perhaps the most important duty of the writer. 
Here the truth lies somewhere between the Hutchison narrative and the 
Brady picture. While the Decline and Fall of Capitalism recounts the com- 
plete collapse of the power of the old ruling class, Crisis in Britain sketches 
in (p. 22) “countless doormen, butlers, lackeys, flunkeys, coachmen, scrub- 
women, governesses, private tutors, instructors and porters in private homes 
and government offices.” This purple passage, true fifty years ago is now a 
fantastic fiction almost of the Kremlin pattern. These categories of servants 
can perfectly well be counted (the author does so on page 671) and when 
counted appear to have fallen in 1948 to less than one-third of their number 
at the 1931 Census, in spite of the rise in the population. If the book is not 
to fool Americans and lose its credibility with Englishmen, these few early 
pages should be drastically revised at the next edition. Old England is cer- 
tainly trying to retain her class system with the aid of her so-called Public 
Schools and the transmission there of the so-called Oxford accent (which 
three-quarters of the citizens of Oxford don't speak). But a servantless sec- 
ondary schooled new England is moving sociologically toward the situation 
not in Kussia but in the United States of America; and economically toward 
the equality of net incomes, proclaimed in Jeffersonian ideology and already 
far outstripping the American fact. 

Apart from missing this background story that Mr. Hutchison tells so 
well, Professor Brady has admirably seized upon the essential philosophy 
of the Labour Party. It derives not from Marx but from the reformist 
utilitarians, the Webbs and Keynes, and is taking shape in a Capital-Labour 
co-partnership, borrowing plans from conservative appointed committees and 
Royal Commissions. This point must apparently be repeatedly driven home 
in America, and is admirably sharpened by the list (p. 41) of these com- 
mittees and their chairmen. “The Bank of England (MacMillan report), coal 
(Reid report), gas (Heyworth report), electricity (McGowan report), town 
and country planning (Barlow, Scott and Uthwatt reports) and social se- 
curity (Beveridge report).”’ 

Crisis in Britain will prove exceedingly useful as a companion to British 
as well as American readers and writers. British economists were not trained 
during the war; those trained since then are training others, or else too busy 
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in government service making the economic facts, to write about the facts. 
(ver and over again, visiting Americans ask me for the British authorities 
on the British nationalisation of coal and transport, or on the British social 
security and health service. The answer in the vernacular is Damn All! 

Americans, who, like Professor Brady, are filling the void are very welcome. 
Points for criticism, however, are that he is inclined to give figures for 
britain as though they were peculiar to that country without comparing the 
corresponding figures in America or other countries. Though he quite harps 
on their smallness (pp. 5, 647, 649), British factories measured in workers 
are on the whole not much smalier than even American; nor is a larger pro- 
portion of man-power engaged in distribution; nor pro rate are deaths by 
accidents more frequent in British mines. In fact, except for technical man- 
agement methods and the horse-power per worker, and consequently pro- 
ductivity, the surprising thing is the similarity of the two countries in their 
industrial set-up. There is also some lack of discrimination in assessing the 
achievement of the Labour government. Professor Brady is rightly disappointed 
in the Labour government's enterprise and efficiency and indeed does not 
perhaps say enough about the weakness of the official tools for implementing 
plans, but this disappointment should not extend to the policy of in¢ustrial 
location. The object here was to employ the available labour of the old 
depressed areas. A greater proportion of women are now occupied in these 
parts than even at the most prosperous times and the unemployment rate for 
men at the last showing was down to 3 per cent in South Wales. 

These are but small blemishes, however, on a solid piece of work. Brady 
as well as Hutchison will be warmly recommended to Honours students 
in at least one English University this year! 


P. SARGANT FLORENCE 


The University, Birmingham, England 


L' Economie Sovictique. By Cu. Betrecneim. (Paris: Recueil Sirey. 1950. 
Pp. viii, 472. 1,000 fr.) 

Professor Bettelheim is well known for his previous work on the problems 
of planning in general and on Soviet planning in particular, as well as for 
his writings in other fields. His present treatise is an effort to present a sys- 
tematic account of the anatomy of the Soviet economy and of its develop- 
ment since 1917. After a brief review of general economic development, he 
covers in orderly fashion the organization of the economy as a whole, agri- 
culture, industry, domestic and foreign trade, money, credit, and planning. 
There is no separate chapter on labor, but various aspects of labor policy 
are dealt with as appropriate in the body of the book. Transportation and 
communication are, however, almost entirely ignored, a regrettable omission. 
The emphasis on organization in the volume sets it apart from the postwar 
volumes of Dobb and Baykov, the two books in English whose length and 
scope of coverage are most nearly comparable to it. They stress historical 
development more than does Bettelheim’s work. This reviewer now has a 
volume in press which will provide an English study with objectives more 
similar to this product of French scholarship. 
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There is much merit in this book. It is well organized and clearly written for 
the most part. Professor Bettelheim has striven for a high standard of schol- 
arly objectivity so that the tone of his writing is quiet and moderate, un- 
marred either by raucous anti-Sovietism or pro-Sovietism. His book is based 
primarily upon a wide variety of Soviet sources, and specialists will appre- 
ciate the pains he has gone to to obtain access to a large body of materials 
published in the USSR. Such extensive use of Soviet sources is a necessary, 
though insufficient, condition for accurate scholarship in this field. In view 
of the trials of defeat and occupation that France has suffered in the past 
decade, it is remarkable indeed to find that a French scholar has so much 
available material. For those who read French but aot Russian, this book 
will be a valuable handbook on the structure of the Soviet economy. And 
even for those who can use Soviet materials, this orderly account will be 
valuable since no one book published in the USSR gives so systematic and 
complete a picture of that economy. 

The many virtues of this book make all the more melancholy this reviewer's 
duty to point out a number of its extremely serious deficiencies. These de- 
ficiencies are not simply a matter of inaccuracies, though there are a number 
of these such as the statement on page 359 that the State Bank has not been 
under the Ministry of Finance since 1937, though it was restored to that 
jurisdiction in 1946. Rather, Professor Bettelheim in his laudable effort to 
be objective has leaned over backward with the result that certain portions 
of his book are misleading. He accepts Soviet statistics uncritically and omits 
certain important features of the USSR’s economic system which are vital to 
an understanding of its nature and operation. 

The treatment of questionable Soviet statistics may be illustrated by ex- 
amples from his chapters on industry and agriculture. In the former, on 
pages 136 ff., he cites data on the increase of gross industrial output in 
terms of 1926-27 prices. The inflationary bias of the production index cal- 
culated in this manner is now well known, but the author does not refer to 
it explicitly in the text and does no more than mention casually changes in 
Soviet statistical methods between 1928 and 1932. The non-specialist reader 
could hardly be blamed if he concluded that the author accepted data in 
1926-27 prices and believed conclusions regarding production drawn from 
them to be accurate. 

In similar fashion, his discussion of agricultural production is misleading. 
He accepts the Soviet series on gross agricultural output in terms of 1926-27 
prices, and mentions neither the changes in definition of this series nor the 
extension of territory after 1939. Yet he says flatly that between 1928 
and 1940 agricultural output in fixed prices increased 58.8 per cent (p. 89) 
as if the figures were comparable. Most serious here is the fact he does not 
mention the major changes in definition of crop yield and production in the 
1930's that have resulted in a gross exaggeration of output data because of 
the shift from a barn yield method of accounting to a field method which 
makes no allowances for large losses in harvesting and transporting crops. 
In his eagerness to show the great progress achieved by Soviet farm mecha- 
nization and collectivization, he gives a table of yields for three major crops, 
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showing the gain from 1928 to the record year of 1937. He does not warn 
the reader that 1937 is entirely unrepresentative and that results for 1938-40 
were well under it. His statement that “Because of the manner in which 
Soviet statistics are prepared the areas, harvests and yields do not always 
coincide” misses the point and is absolutely inadequate to expose the reality 
of agricultural development, hidden as it is behind statistical trickery. 

One looks in vain here for discussion of several important elements of the 
Soviet econumy. Surely the existence and importance of forced labor is suffi- 
ciently documented by now to merit inclusion in any systematic survey of 
the Soviet economy, but it is not in this volume, There is no adequate dis- 
cussion of trade unions and there is no mention of the desuetude into which 
the system of collective agreements fell between 1935 and 1947. The low 
Soviet standard of living is indicated only obliquely in the discussion of per 
capita industrial production, and the tragic deterioration of urban housing 
conditions before World War II goes virtually unmentioned. These omissions, 
together with errors of commission such as pointed out above, result in a 
book whose over-all portrayal of the Soviet economy is far more consonant 
with that presented by Soviet propaganda than with reality. 

Despite these criticisms, there is much in this book that will interest 
American economists and it should be useful to a much broader audience 
than that in France. It is unfortunate, however, that Professor Bettelheim 
does not have a larger acquaintance with the literature in English and Ger- 
man, the writings of Jasny, Gsovski, Bergson, Gerschenkron, Prokopovicz 
and others, and did not include the results of modern analytical studies of 
the Soviet economy. His book would have been more accurate and less likely 
to mislead non-specialists if he had drawn on these sources. 

HArky SCHWARTZ 

Syracuse University 


Economic Systems; Planning and Reform; Cooperation 


The Economic Theory of a Socialist Economy. By BURNHAM P. BECKWITH. 
(Stanford: Stanford University Press. 1949. Pp. viii, 444. $5.00.) 

Until very recently, Karl Marx's ban on utopianism has prevented the eco- 
nomic problems of socialism from receiving serious consideration by socialists. 
Mr. Beckwith’s book is perhaps the most extreme example of a reaction to 
this ban, and consists of a careful blueprint for the economic working of 
a socialist society. The author undertakes to make four fundamental con- 
tributions to the theory of socialist economy. They are: first, the application 
of marginal economic theory to the problems of socialist administration; 
second, the use of a profit-loss mechanism in the management of the so- 
cialistic economy; third, a marked emphasis on the desirability of individual 
freedom in a socialistic state; and, finally, the application of the principle 
that prices should equal marginal costs in all pricing problems of a socialist 
‘economy. 

Mr. Beckwith does not argue for socialism. In this volume he takes the 
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desirability of the establishment of socialism as given, and by socialism he 
means the public ownership of,the instruments of production. He does, how- 
ever, insist that freedom of the individual is a fundamental purpose of social- 
ism. It is therefore strange to have him begin his book by declaring that 
socialism is now important because in the Soviet Union socialism has been 
established over a very large part of the earth’s surface. Nevertheless, 
throughout the book one feeis that a socialist society is not merely one which 
has public ownership of industry. It is also the society of the future and at 
the same time it is an ideal society from the point of view of human freedom 
and fulfillment. 

The blueprint is worked out with considerable detail, and with admirable 
intrepidity, adhering strictly to the principles of marginal analysis and the 
freedom of the individual even if they lead to conclusions which would be 
extremely unpopular because they seem to depart from so-called common 
sense. Perhaps the most important exception is where he sacrifices the logic 
which would make the citizen’s social dividend (his share of the earnings of 
publicly owned property) independent of the amount of work he does. But 
even here he displays considerable discomfort in deciding that a certain 
amount of work should be compulsory--- probably because it is supposed to 
be a socialist principle that everybody should work. 

The result is a large book very rich in ingenious suggestions for an ideal 
society. Mr. Beckwith over-estimates the importance of the economies of 
scale, and exaggerates the possibilities of scientific management. Or perhaps 
it is better to say that he under-estimates the importance of competition in 
our economy. He would like to have a society in which there are a number of 
monopolies, pure monopolies he calls them, whose managers, instead of trying 
to maximize profit, follow rules which will result in the optimum use of 
resources in serving the preferences of the citizens both as consumers and 
as workers. His thorough understanding of modern marginal analysis, and 
detailed familiarity with recent work on welfare economics and on the social 
functions of markets and pricing, lead him to develop rules which, if obeyed, 
really would result in the most effective use of resources in efficiently serving 
the preferences of the public. He carries to logical and detailed conclusions 
the principle that price should be equal to marginal cost for the purposes of 
economic efficiency in the general social interest. 

The same willingness to accept the findings of economic science leads him 
to the realization that planning in a free society must be cut down to the 
collection and dissemination of information to guide the decisions of the 
various managers who have to make the economic decisions. But exaggera- 
tion of the possibilities of scientific and large-scale management often causes 
him to overlook some of the real difficulties. Thus, he declares that there will 
be no great difficulty in allocating the resources which are being saved, and 
which are to be used for investment, since there would be no more than about 
twenty trusts in charge of investments. The concentration of all investment 
decisions in twenty trusts does not solve the problem of the hundreds of 
thousands of decisions which must be made for appropriate and most effec- 
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tive allocation of factors throughout the economy. If the problem could be 
simplified in that way, one could go still further and have only one trust in 
charge of investment so that the problem would disappear altogether. But 
clearly, this doesn’t really help. It merely puts the different managers who 
have to make the decisions under one roof. 

It would seem to the reviewer that Mr. Beckwith’s acceptance of indi- 
vidual freedom and the satisfaction of the individual's needs and desires as 
the ultimate objective of economic organization should lead to the incorpora- 
tion in the ideal economy of such private enterprise as would be able to 
compete successfully with public enterprise in fair competition on equal 
terms. But private ownership of the instruments of production is ruled out 
by the initial declaration that the book will take for granted the desirability 
of the establishment of a socialist economy. This would not matter if it were 
not implicit throughout the book that the real objective is not socialism in 
the sense of the public ownership of the instruments of production as a 
dogma that is not to be questioned, but socialism in the sense of a society in 
which the institutions of society are to be modified without regard for tradi- 
tion, wherever such modification would serve most efficiently to maximize 
the satisfactions or the freedom of the individual members of society. It is 
this humanist objective that really provides the interest and the incentive 
for the author to write and for most readers to study such a work, and it is 
really illegitimate to mobilize concern for this objective for the dogma of 
100 per cent public ownership of the instruments of production. 

The greater part of the book consists of positive proposals for social 
organization, many of which economists will want to disagree with, all of 
which will be very helpful in calling for careful examination of problems 
which have been inadequately considered by socialists. It is probable, how- 
ever, that the book will not have the influence that it deserves. It is likely 
to be unpalatable to socialists because of its insistence on pricing, marketing, 
money, and other things which look to them like nothing more than the 
trappings of Capitalism. It is likely to annoy non-socialist economists by its 
unquestioning acceptance of the socialist dogma that all the instruments of 
production must be socially owned, and that all the problems can be solved 
by an efficient and scientific bureaucracy. Still others may be repelled by the 
repeated and rather irrelevant anti-philosophical side remarks. It would be 
a great pity if this were to be so, for the book could be of enormous service 
in introducing socialists to the problems that they have shamefully ignored 
and could be of perhaps even greater use to teachers of social institutions 
and organization, to reformers of all kinds, including New Dealers, as well 
as to the opponents of any particular proposals for reform. The book is full 
of provocative and ingenious proposals and could be read with profit by all 
who are concerned about the effectiveness of our economic organization in 
contributing to the good life of the individuals that constitute our society, no 
matter what their interest or absence of interest in “socialism.” 

ABBA P. LERNER 

Roosevelt College 
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The New Society. By Peter F. Drucker. (New York: Harper & Bros. 1950, 
Pp. ix, 356, $5.00.) 

The “New Society” for which Mr. Drucker has written a description, a 
diagnosis, and a prescription is based on mass production as “a general prin- 
ciple for organizing people to work together.” With skill and sparkle, he 
portrays the results of widespread application of this principle: the loss of 
the individual's independent capacity to produce, the consequent gravity of 
unemployment as a social and psychological threat, the impact on family 
relationships, and, most important, the creation of an autonomous, big enter- 
prise which provides, at the same time, both a highly productive economy 
and a constant threat to our freedom. From these results flows the general 
problem to which the book is addressed: ‘Unless industrial society can 
decentralize the power of giving access to the means of production, it will 
not remain a free society; it will be in permanent danger of becoming 
totalitarian. But if it loses the power to act, it will fail to remain a society 
altogether.” of 

In the analysis of this general problem (Parts 2, 3, 4, and 5), familiar 
material, some of it taken from the author's previous work, is drawn together 
and juxtaposed in a way which provides fresh insights into the operation of 
the large corporation, the union, and the “plant community.” Indeed, 
Drucker is at his best in discussing the functions of top management, the 
differences between the outlook of various levels of management, the réle 
and problems of union leaders, and the nature of the plant community. His 
chapter on “The Communications Gap" between these various groups is 
particularly good. 

Mr. Drucker’s general solution to the problems of the New Society is (a) 
federalism within the enterprise, patterned after the General Motors’ style 
of organization, and (b) participation of the union and, more particularly, 
representatives of the plant community in the solution of the types of prob- 
lems that arise at the local level. In brief, his cal} is for “responsible par- 
ticipation of the citizens in their own government,” including the organiza- 
tion in which they work. Of course, these general precepts are ba eeteameans 
and implemented by many more specific proposals. 

These specific proposals, however, are not nearly so convincing as his 
analysis of the problems to which the proposals are directed. For example, 
he argues that collective bargaining should be directed initially toward the 
“wage burden” rather than toward the emotionally charged “wage rate,” 
thus enabling the union leader to adopt a more rational approach. Then, 
though he rules out negotiation for all industries simultaneously on a nation- 
wide basis as leading to “monopolistic tendencies,” he proposes instead that 
wage-burden bargaining “can only succeed if . . . carried out on an industry- 
wide basis (p. 321). Industry-wide bargaining over the “wage burden,” then, 
presents no monopoly problem? 

Again, after arguing convincingly that national unions would oppose the 
organization of “enterprise-oriented" plant communities, he seems to pro- 
pose a compulsory union shop throughout all industry. After such a drastic 
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step, he quite properly takes up governmental controls over internal union 
government, including (the most striking example) “We must make it pos- 
sible for a man to transfer within his trade or craft from one union to a 
competing (italics supplied) union without losing his seniority and with it 
all his claims to security and benefits” (p. 330). He does not tell us, however, 
how to deal with the reaction of “junior” members of the competing union 
when such a transfer is made. 

As another example, he takes on the question of the general level of em- 
ployment—-in ten pages. After disposing of the “real menace” of “Keynesian 
medicine men who inherited their master's prescriptions without having his 
diagnostic skill” (p. 256), he states dogmatically that a Public Works pro- 
gram leads ‘to a decline of all other capital goods orders which offsets the 
stimulus of the government’s orders” (p. 259) and that therefore, “govern- 
ment in an industrialized country has but one weapon to fight a serious or 
chronic depression: an armaments program” (p. 260). He then offers his 
solution to the problem: a tax program designed to encourage business sav- 
ing during the boom and business investment during depression. He cavalierly 
suggests furthermore that “Co-ordination of these projects by the government 
would be needed to prevent both a premature start on these projects and 
their abandonment during a depression because of lack of confidence” (p. 
262). In other words, he no sooner gets started on this problem than he is 
through with it. 

Despite differences with specific proposals, however, any reader would find 
Mr. Drucker’s analysis of today’s industrial problems to be a challenging 
one. For while he is often dogmatic, he is always provocative. 

GeorGE P, SHULTZ 

Massachusetts Institute of Technology 


Au-dela du Capitalisme, du Collectivisme et du Dirigisme. By ANDRE STAL- 
per. Collection de la Nouvelle Ecole de Lausanne. (Lausanne: Im- 
primeries Populaires. 1950. Pp. 336.) 

André Stalder's investigation of “The Beyond” is, structurally, a massive, 
forbidding treatise in the grand manner of the nineteenth century. The sub- 
ject of his study is in keeping with this formal and solemn setting. It is 
nothing less than an analysis of capitalism, collectivism, and ‘‘directed 
economy” (dirigisme), and a detailed outline of “harmonized economy” 
(économie harmonisée) which, if the author’s recipe gains general acceptance. 
would lead the world out of its present impasse. 

Dr. Stalder’s somewhat unorthodox definition of capjtalism is essential 
to an understanding of his thesis. “Capitalism,” he writes, “is a system of 
cooperation of legally independent (juridiquement distincts) factors of pro- 
duction, based on the division and advanced mechanization of labor, of which 
the specific feature and driving force (charactére specifique et générateur) is 
‘laisser faire’ or, in other terms, spontaneity.” The essence of capitalism, 
therefore, is not, as it is usually held, private ownership of means of produc- 
tion but “laisser faire,” spontaneity, or non-intervention by the State author- 
itv. This terminological eccentricity allows the author to consider the “di- 
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rected economy” and the “harmonized economy,” both of which retain private 
ownership of means of production, as economic systems sharply differentiated 
from capitalism as well as from collectivism which Dr. Stalder defines as “a 
type of economy based on public (sociale) ownership of almost all means 
of production and distribution, the direction and control of the use of which 
is assured by the State.” 

The author is unsparing in his criticism of both capitalism (“un régime 
aveugle et opaque”) and collectivism which ignores consumers’ demand, is 
inimical to human dignity, and destructive of political and cultural liberties. 
He is, if possible, even more critical of ‘directed economy,” a moot category 
in which he lumps together the New Deal, Léon Blum’s Front Populaire, 
National-Socialist Germany, war economies, and the postwar nationalization 
policies in France and England. “Directed economy,” Dr. Stalder holds, is 
“chaotic, tyrannical, inefficient in production, unjust in the allocation of in- 
come”; it tends to suppress, by indirect methods, intellectual freedom and, 
moreover, is not an “economic system” because it lacks a definite “phi- 
losophy.” 

Some of Dr. Stalder’s criticisms are reasonable and fair but their effective- 
ness is impaired by the flimsy factual foundation on which they rest. He 
refers exclusively to publications which have appeared in the French lan- 
guage. This may explain why in his discussion of capitalism he deals, per- 
haps at excessive length, with Hayek and Walter Lippmann but never even 
mentions, for instance, Schumpeter. A section on business cycles is based ex- 
clusively on an unpublished manuscript by Dr. Stalder’s revered master Pro- 
fessor Firmin Oulés and shows no familiarity with the vast literature on this 
subject which has appeared in England and, especially, in the United States. 
Information on Soviet collectivism is drawn chiefly from two volumes by 
Charles Bettelheim and a booklet by Strumilin. This paucity of sources leads 
Dr. Stalder into a number of factual errors bearing on essential points, for 
instance, the question of incentives in the U.S.S.R., on which much has been 
written, the position of labor (revolutionized by the Soviet labor legislation 
of 1940 which he never mentions), and the very nature of Soviet planning 
which he imagines, quite wrongly, to be rigid and inflexible while in actual 
fact the Five Year Plans are being incessantly revised. 

Dr. Stalder’s positive contribution is the presentation of the theory and 
program of “harmonized economy” which stems from the work of Walras and 
Pareto but has been formulated by Professor Oulés, founder of the New 
School of Lausanne. “Harmonized economy” aspires at establishing equi- 
librium between liberty and authority, through the systematic but selective 
intervention of the State. According to this theory the motives of human 
action are either harmonious or selfish. It is the duty of public authority, 
inspired by the ideal of social justice, to “harmonize” selfish private inter- 
ests through “enlightening, flexible, indicative, and truly liberal” planning 
(“planification éclairante, flexible, indicative, et vraiment liberale”), The 
author discusses in some detail a comprehensive list of economic and social 
reforms which the Lausanne School regards as essential for the establish- 
ment of “harmonized economy.” Although Dr. Stalder states emphatically 
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that “directed economy” and “harmonized economy” are in no way com- 
parable, to this reviewer, at least, the distinction appears tenuous, not to 
say imaginary. Switzerland, a tiny compact country with a sturdy social 
structure, high standards of living, and a long tradition of public welfare 
lends itself to heartening speculations about human affairs. It is, perhaps, no 
mere accident that the New School of Lausanne and the author of La 
Nouvelle Héloise and Emile were both born on the shores of the lake of 
Geneva. 
T. FLORINSKY 
Columbia University 


Has Market Capitalism Collapsed? By ALLEN Morkis Sirvers. A Critique 
of Karl Polanyi’s “New Economics.” (New York: Columbia University 
Press. 1949. Pp. 387. $4.75.) 

The central thesis of Polanyi’s The Great Transformation is that both the 
idea and the endeavor to establish a self-regulating market system during 
the 19th century were a “stark utopia.” The attempt to set up a free money 
and labor market was condemned to failure because it was based upon an 
erroneous identification of money and labor with commodities. The extension 
of the domestic market system to the international field (gold standard), the 
erection of a balance-of-power system upon the substructure of the gold 
standard mechanism and the separation of the economic from the political 
spheres of human and social existence in the liberal state— these and indeed 
all related “creations” of the self-regulating market were based upon a com- 
plete misconception of the nature of man as a social being. In fact, the insti- 
tution of a self-adjusting market “could not exist for any length of time 
without annihilating the human and natural substance of society; it would 
have physically destroyed man and transformed his surroundings into a 
wilderness. Inevitably, society took measures to protect itself, but whatever 
measures it took impaired the self-regulation of the market, disorganized in- 
dustrial life, and thus endangered society in yet another way” (Polanyi, 
pp. 3-4). It was this dilemma which forced the disruption of the market sys- 
tem and accounts for the social cataclysm which we have been and are still 
witnessing. Socialism was a symptom and fascism the outcome of the liberal 
utopia. 

Sievers does not seem to have any basic quarrel with the central thesis of 
Polanyi’s book. His main criticism is directed against what he considers to be 
Polanyi’s lack of a specific philosophical indictment of the classical-political 
economists and lack of a positive elaboration of some of the implications of 
Polanyi’s analysis. In some instances Sievers’ strictures are related to matters 
of form rather than substance. They deal with issues of secondary impor- 
tance or with special interpretations of Polanyi's position. Thus, Sievers be- 
lieves that Polanyi intended to formulate a new economic science founded 
on anthropology and states that this attempt was not only abortive but 
superfluous for the purpose in hand; that Polanyi’s criticism of Adam 
Smith's psychological premises (about the propensity to barter) went too 
far and was also unnecessary because contemporary conclusions in favor of 
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lusser faire no longer rest upon them; that Polanyi by arguing that the 
market economy was man-made denies that it has a history; that Polanyi’s 
implicit doctrine is that regulation is natural and universal but that “he 
does not ever stop to develop this doctrine explicitly”; that Polanyi “ap- 
pears” to be a polemicist; he wants to change society, he stands with the 
socialist tradition, is possessed of “journalistic zeal with which his true con- 
tributions are magnified’; that Polanyi's scholarly procedures are marked 
by a paucity of footnotes; that Polanyi uses the term and concept of market 
economy in too limited a sense; that Polanyi fails to spell out the reasons for 
the failure of the Speenhamland Law of 1795; that Polanyi should have 
developed more fully the parallel or lack of parallel between the Speenham- 
land attempt and the anti-enclosure movement; that Polanyi gives the im- 
pression that his social doctrine is original with him; and so forth. 

It is impossible and perhaps superfluous to dea) with these and many of the 
other of Sievers’ strictures and objections in detail. Suffice it to say that there 
is no indication that Polanyi's objective was to reformulate economic science. 
Sievers may have misinterpreted Maclver's prefatory remark to the effect 
that Polanyi “is re-writing history” and that his book “makes most books 
in its field seem obsolete and outworn.” Indeed, one gains the impression 
that many of the misgivings and most of the interpretations which Sievers 
reads into Polanyi’s writings could have been eliminated by discussing them 
with Polanyi. It is therefore greatly to be regretted that, despite the fact that 
Polanyi encouraged Sievers to undertake this critique, the author did not 
choose to avail himself of Polanyi’s generous willingness to be consulted 
during the course of writing. Sievers’ explanation that he decided against 
such consultation, “in order that my evaluations and judgments would be 
based solely upon what anyone could find in the printed word” and because 
“it seemed best to approach The Great Transformation on the same footing 
as it is necessary to approach The Wealth of Nations,” is singularly uncon- 
vincing, at least as far as this reviewer is concerned. 

Despite occasional hints to the contrary, the accumulation of Sievers’ 
critical observations and the tone of his debate create the impression that 
the whole is meant to represent a pretty damaging refutation of Polanyi’s 
conclusions. Unfortunately, it is only in the concluding chapter that Sievers 
corrects this false impression “that the weight of the critique is against 
Polanyi when quite the contrary is the case” and states expressly that ‘‘the 
over-all judgment is very much in Polanyi's favor” (pp. 313, 314). 

One further point concerns the distribution of space and weight in the 
structure of the book. More than two-thirds of this “critique” of Polanyi 
is devoted to a restatement of Polanyi's ideas, an examination of such topics 
as “Owenism” and Marxism, and a recapitulation of the author's own ex- 
position and analysis. The restatement of Polanyi’s ideas proceeds with the aid 
of exceedingly detailed quotations which are often taken from widely sepa- 
rated parts of Polanyi's work (c/., ¢.g., Sievers’ page citations on pp. 48, 52, 
54, 65, 75, 76). The author seems to justify his procedure by pointing out 
that “neither strict chronology nor basic themes are used {by Polanyi] as 
organizing principles. The same subject is frequently discussed in widely . 
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separated parts of his book, as can easily be seen Ly observing the page 
citations in this present work.” The fact of the matter is, however, that 
Sievers has chosen to change the structure and sequence of Polanyi’s expo- 
sition and hence could hardly be surprised to find the necessary documenta- 
tion for his digest of Polyani’s ideas on widely separated pages. 

The strongest part of the book is contained in Chapter 1V and deals with 
the philosophical and methodological roots of classical-political economy (pp. 
135-65). Here the author stresses convincingly the relation of doctrines 
of natural law and classical-political economy-—a point not treated by Polanyi. 
However, if we were to apply Sievers’ own standards to this, his best contribu- 
tion, one would have to say that Sievers gives the impression of much 
greater originality than the extensive discussion of the importance of natural 
law concepts during the formative stages of classical-political economy would 
seem to warrant (cf. the writings of Hasbach, Schmoller and Myrdal on the 
Continent and those of Bonar, Veblen, O. H. Taylor and W. Stark in the 
English literature). Nevertheless, 1 cannot but record my over-all agreement 
with Sievers’ analysis of the philosophical misconceptions of political econo- 
my, and I also share his regret about the contemporary economist’s compara- 
tive neglect of the truly chief problems with which he should have been 
concerned-—the conditions of permanent institutional stability, the forces 
making for a dynamic of irrevocable change, and the possibilities of social 
control over the direction and rate of social evolution (p. 7). 

K. Kapp 

Brooklyn College 


National Income and Social Accounting 


Controlling Factors in Economic Development. By Harotp G. Mouton. 
(Washington: Brookings Institution. 1949. Pp. xii, 397, $4.00.) 

Mr. Moulton tells us that the title of this book “best expresses the essence 
of the economic problem.” The study treats factors which “generate and 
promote economic advancement”’ as well as those which “impede and re- 
strict” it. Part I, about a third of the book, is devoted to an explanation of 
the extraordinary and unexpected economic progress of the nineteenth and 
early twentieth centuries and the factors retarding this progress. Part II deals 
with the potentials for economic advancement, especially in the United 
States, in the next hundred years and with the question of principles and 
policies appropriate for their realization. It is concluded that economic 
progress in the United States is potentially just as great in the century ahead 
as in the century past, and that over a long period of time there can be a 
vast rise in world standards of living. The determining factors in future 
economic growth will be the “difficulties involved in the over-all operation 
and management of the complex business, economic, and political system of 
the modern world,” rather than adequacy of natural resources and scientific 
genius. 

Moulton's writings have usually brought forth the results of new research, 
or given original and stimulating insights or reflections on economic processes, 
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or presented analysis and policy recommendations on a current problem in 
public affairs. For about three decades as president of The Brookings Insti- 
tution he has directed and worked on many inductive investigations of 
specific problems. This book, he tells us, “is in the nature of a synthesis of 
the economic studies in which the author has participated during the last 
thirty years.”’ As such, it falls in the category of this-is-the-way-it-now-looks- 
to-me appraisals by elder statesmen, And as such, it covers a great deal of 
ground. Much of the treatment is perforce highly condensed but the author 
occasionally indulges in a discursive streak. 

The book is evidently addressed to the intelligent general reader, economist 
or not, rather than to technical specialists in any fields. For this purpose it 
is admirably written in a style that is simple, straightforward and clear. 
Most of the substance can be readily understood by those without training 
in economics. Unfortunately, however, simplicity sometimes degenerates into 
undue simplification and the uninformed or unwary may be misled by cate- 
gorical statements that ought to have major qualification. Mr. Moulton likes 
to see things black or white. 

The author begins his book by pointing out that the economic progress 
between 1830 and 1930 was equal to that of the entire preceding period of 
recorded history. He contrasts this with the dismal forecasts of the classical 
school of economists in the first part of the nineteenth century and then 
explains the divergence of fact from forecast in terms of two sets of factors 
unforeseen by the writers of the time: (1) the phenomenal advances in 
science and technology in both agriculture and industry, and (2) great im- 
provements in economic organization, including the development of the cor- 
poration and the evolution of bank credit and stable monetary and fiscal 
systems. 

Two chapters are then devoted to business depressions, which emerged in 
the nineteenth century as a serious problem and a brake on the rate of 
economic progress. The first presents a very good brief description of the 
frequency and duration of depressions between 1819 and 1938 and summary 
of leading causal explanations and suggested remedies. Noting that most 
students of the problem seem to have been searching for a single cause, the 
author takes special pains to show that both a priori reasoning and the his- 
torical record indicate variety and complex causation. Chapter III gives a 
comprehensive, incisive, and balanced explanation of the Great Depression 
of 1929 including the background of international and domestic maladjust- 
ments of the ‘twenties. Unfortunately, the high quality of this chapter is 
marred by the last section which contains a sketchy treatment of government 
intervention in leading countries of the world with the sweeping conclusion 
that no real correlation is discoverable between government policies and re- 
covery. The truth or falsity of this cannot be established by the few pages 
of superficial analysis given in this book. 

In Chapter IV, the author turns attention to non-cyclical factors affecting 
the rate of economic progress. Here he emphasizes his thesis originally pre- 
sented in 1918 that decisions to save and decisions to invest are in different 
hands; that “expanding consumption is the controlling factor” in capital 
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formation, and that “in a pecuniary society there might develop a situation 
in which savings would be excessive (italics are the author’s), that is, greater 
than the demand for funds for capital expansion,” a situation which would 
in turn, retard capital formation; and that “the allegedly automatic mecha- 
nism of fluctuations in the interest rate could not be depended upon to 
prevent either undersaving or oversaving and thus to maintain the desired 
balance between saving and spending” (pp. 100-102). 

The bulk of this chapter consists of a summary of the conclusions of the 
extensive inductive studies of The Brookings Institution published in 1934-35 
in four volumes (America’s Capacity to Produce, America’s Capacity to Con- 
sume, The Formation of Capital, and Income and Economic Progress), which 
contributed so much to factual knowledge of economic processes, and a pres- 
entation of the author’s critique of the Keynes theory of underemployment 
and the mature economy conception. Moulton’s critique of Keynes may be 
left to the experts. Unhappily only four and a half pages of this chapter 
are devoted to the evidence of later years bearing on basic questions ex- 
amined in the Brookings studies referred to above, and only evidence con- 
firming or supporting the conclusions of those studies seems to be discussed. 
In view of the extensive attention of economists in the intervening fifteen 
years to the relations of income, production, employment, savings, invest- 
ment, and consumption, this is a little surprising. No mention is made of 
Kuznets’ revealing studies which indicate that the proportions of national 
income going into consumption and into capital formation have remained 
almost constant for many decades, except for cyclical variation. This would 
appear to be at variance with the conclusion of the Brookings studies that 
the percentage of the national income going into savings increased during the 
first three decades of the present century (pp. 109-10) and with the “law” 
that was derived therefrom: “The higher the general level of income of the 
population as a whole, the greater will tend to be the proportion of the 
aggregate that is saved.” 

Is it possible to reconcile these two sets of findings by reference to diver- 
gences between intended and realized proportions of income going into sav- 
ings, accompanied by a retarding effect on total national income? Or by 
reference to Moulton’s theories about the flow of some money savings into 
non-productive uses such as security speculation, pyramiding of securities, or 
idle balances? Unfortunately, the author fails to go into these matters. 

In Part Il, entitled Looking Forward, the author examines the economic 
potential for expansion of output in the United States in the coming century 
as governed by resources and productive power. To test the adequacy of 
basic resources by setting a very high goal, he poses the problem in the 
following terms: “So far as natural resources and productive capacity are con- 
cerned, might the United States a century hence support a population double 
that of the present day on a plane of living eight times as high as that now 
prevailing?” (pp. 203-4). 

Studies of family expenditures a: different levels of income are used to 
make a rough estimate of the relative volume of expenditures in major classes 
ot goods and services with the assumed increases in population and plane of 
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living. With the aid of specialized knowledge of assistants and consultants, 
the author makes a systematic survey of available resources and potential 
scientific developments in each of the following fields: food and nutrition, 
shelter and home maintenance, attire and personal care, education and health, 
recreation and travel, metal and mineral resources, fuel and energy resources. 
In no field are serious or unsurmountable difficulties found in the shape of 
inadequate supplies of materials or other resources. In only a few cases, 
such as some mineral resources, is it considered that the great expansion in 
supply would raise raw material costs. The chapter ends with a glowing 
picture of the potential service of electronics to society and the confident 
view that the onward sweep of science and technology can continue un- 
abated. I know of no basis on which we can either accept or reject these 
findings of fifty years ahead, to say nothing of a hundred years. 

Having concluded that the attainable economic potential of the coming 
century is very great, the rest of the book centers on the question, what prin- 
ciples, methods, or policies must be followed in order to achieve steady and 
progressive economic development? The underlying requirements are sum- 
marized as protection of natural resources, increasing productivity, necessity 
for large-scale enterprise, monetary stability, fiscal stability, progressive ex- 
pansion of mass purchasing power. In a discussion of the relations of income 
distribution and economic progress, historical data are provided on wage and 
price movements since 1800, division of corporate income 1929-47, and the 
changing distribution of personal income since 1929. The principal conclu- 
sions from discussion of methods of broadening the distribution of income 
are: the fiscal system can play a significant, but limited rdle; legislation to 
improve the income status of particular groups impairs economic flexibility; 
profit reductions would yield but small results in increased income to labor 
or the consuming public; and the best practicable solution of the basic prob- 
lem of dissemination of the benefits of technological progress is a combina- 
tion of price reductions and increases in money wage rates. 

In Chapter X the author returns to the problem of economic instability 
and asks whether depressions can be prevented. Economists of many different 
views on this problem will probably agree, for quite different reasons, that 
some of this chapter is very good and some is very poor. Moulton believes 
that neither central banking nor fiscal policy can prevent depression or 
promptly arrest a developing recession. He also explains that business man- 
agement cannot by itself prevent or halt depression or restrain expansions. 
However, the author concludes—somewhat surprisingly in view of his pre- 
vious analysis, including a very pessimistic view of the potentialities of the 
Employment Act of 1946—that depressions can be mitigated by a combina- 
tion of actions by government, business, labor and agriculture to halt defla- 
tion at an agreed level before a drastic cumulative decline has occurred. 

The final chapter in the book presents some sketchy reflections on the 
problem of restoring world economic order and maintaining peace and con- 
cludes with a brief discussion of the controlling factors in economic develop- 
ment in the world at large. 

The volume includes a short appendix entitled Analysis of Criticisms of 
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Brookings Studies of Income Distribution and Economic Progress. Those 
who like to know the “names and numbers” of the players will be disap- 
pointed to find that the members of the opposing team remain anonymous. 

This book is not easy to appraise. In general, the historical and factual 
descriptions and much of the analysis of economic processes seem to me much 
better than the treatment of conditions and policies requisite for continued 
rapid economic progress. Three specific weaknesses in treatment of policy 
matters seem to me to stand out. 

First, the author states and restates his thesis that a widening distribution 
of income is imperative for realization of economic progress and that it should 
be attained principally by voluntary action in the private sphere, but he has 
little to say on how this is actually to be accomplished. He does not formulate 
any concrete principles or standards for the guidance of management and 
labor in dividing the fruits of progress between consumers, labor, and busi- 
ness enterprises. Nor does he address himself to the problem of how business 
and labor leaders can be induced to follow the appropriate principles or 
standards, once they are developed, with or without their participation. , 

Second, Mr. Moulton’s pessimism on the effectiveness of government policies 
to deal with depression is a very shaky basis for his own remedy, a com- 
bination of government and private actions to halt deflation before it be- 
comes drastic and then stimulate expansion. If private groups should believe 
Moulton's appraisal of the ineffectiveness of government policies, would they 
not conclude that the best conceivable combination of government actions 
would be of little effect? And if so, would they see any sense in joining the 
cooperative effort in which Moulton places his hope? Is not the minimum 
condition for success along this line a widespread belief on the part of private 
groups that government policies can and will go far to check depression and 
stimulate recovery ? 

Finally, the treatment of policies is impaired by failure to recognize the 
deep and strong historical trend to more and more social control, expressed 
largely through increasing group activity and influence, which is widely 
considered a principal development in the evolution of democracy in the 
twentieth century. 

Donato WALLACE 

Princeton University 


Business Fluctuations; Prices 


Introduction to Business Cycles. By AsHer ACHINSTEIN. (New York: Thomas 
Y. Crowell Co. 1950. Pp. xvi, 496. $4.00.) 

The author of the volume under review has clearly and effectively differ- 
entiated his product. He does not simply offer us another text on business 
cycles out of the currently fashionable mold. The coverage of Asher Achin- 
stein's Introduction to Business Cycles is both broader and narrower than 
this, and the volume must be judged accordingly. 

In recent years, texts on business cycles, especially those intended for 
undergraduate use, have generally combined their treatment of business cycles 
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as such with relatively extensive material on fiscal policy, economic stabiliza- 
tion, and even short-run forecasting. In some cases, the analysis of business 


cycles—though nominally the subject matter of the volume—hbas not only 
been focused upon these later problems but has been clearly subordinated to 
them. Achinstein’s work is to be distinguished from such other texts by its con- 
centration on the more traditionally defined subject matter of business cycles 
themselves. 

Within this framework the coverage is unusually comprehensive for an 
elementary text. The volume is divided into three parts of approximately 160 
pages each. The first part is devoted to an entirely adequate survey of the 
theoretical literature on business cycles which is comparable in scope to, for 
instance, Haberler’s Prosperity and Depression, although it is of course at 
a more elementary level. Inasmuch as the author as a devoted student and 
disciple of Mitchell distrusts equilibrium theories as such, it is noteworthy 
that about half of this first section is devoted to Keynes’ General Theory 
and other modern analyses which are closely related to it. 

The entire second section of the volume is given over to an extensive sum- 
mary of the valuable empirical work of the National Bureau of Economic 
Research in this field. The problem of defining and identifying business cycles, 
the measurement of cycles with the aid of business annals and indices, and 
the statistical methods of the Bureau are taken up in separate chapters, and 
another discusses the Bureau’s work on the national income and its relation 
to their studies of the cycle. The Bureau's statistical results with respect to 
typical patterns of cyclical fluctuations and average leads and lags of various 
components are then summarized. The section concludes with two chapters 
which provide a detailed review of the Burns-Mitchell analyses of the five 
cycles occurring in the United States from 1919 through 1938. 

In addition to all this discussion of the theoretical and empirical literature 
on the business cycle in its shorter forms, the final section of the volume 
offers an equally comprehensive introduction to the theoretical and empirical 
literature on secular trends and relatively long-term fluctuations in popula- 
tion, capital formation, productivity, residential construction, patterns of 
consumption, and money, prices and over-all production. The studies reviewed 
in this section range all the way from the work of Burns, Kuznets, Fabricant, 
Mills and Shaw at the National Bureau to Cassels’ and Carl Snyder’s studies 
of money and prices and production, Douglas’ laws of production and Colin 
Clark’s analysis of the development of tertiary industries, Separate chapters 
are devoted to Hansen’s studies of population trends and economic stagna- 
tion, to the Kondratieff cycle and to Schumpeter’s analysis of the business 
cycle and economic development. 

As the preceding summary will indicate, this volume is distinguished by 
an unusually inclusive survey of the empirical as well as of the theoretical 
literature in the broad field of business fluctuations and secular economic 
trends. The volume is also noteworthy for the commendable emphasis given 
to analytical methods used by the various authors and the way such methodo- 
logical choices have influenced their theories and conclusions, The style is 
good, and the author has succeeded rather well in distinguishing his own 
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judgments and conclusions with respect to his subject matter from the 
analysis and argument of the authors themselves. As is inevitable, there are 
some gaps and a few slips in Achinstein’s treatment of different theories, 
and there are various places in which his personal judgments and conclu- 
sions regarding them differ from this reviewer's and doubtless also from those 
of many other readers; none of these, however, are so serious that they cannot 
easily be covered in supplementary readings and classroom discussions. 

The volume should gain wide acceptance among instructors who want to 
teach a course in business cycles, as distinct from or supplementary to 
courses in fiscal policy, economic stabilization, or business forecasting. In 
conjunction with other readings it should also prove to be very useful in 
courses oriented more specifically to these latter subjects. 

Joun LiIntTNER 


Harvard University 


Business Cycles in Selected Industrial Areas. By Puitie Nerv and ANNETTE 
Weirennacn., (Berkeley: University of California Press, for the Haynes 
Foundation. 1949. Pp. xiv, 274. $4.00.) 

“Underlying this entire study is the thesis that business cycles, or business 
fluctuations, involve more than movements in aggregate economic activity, 
and more than movements in the various industries or businesses that make 
up the economy” (p. 189). This is indeed a noteworthy point of departure. 
The study is the most recent of the regional monographs financed by the 
Haynes Foundation. 

The method of study selected is to trace the cyclical changes of four factors 
in six industrial areas for the period 1919 to 1945 in so far as possible and 
to make comparisons with other factors and national business cycles. The 
four factors are bank debits, department store sales, industrial employment, 
and power sales. The six industrial areas are Los Angeles, San Francisco, 
Chicago, Detroit, Cleveland, and Pittsburgh. 

The data are adjusted for trend by dividing by the straight-line trend 
fitted to 1919 to 1945 (wherever possible). Seasonal indexes are computed 
in all cases, but the data are not generally adjusted for seasonal “because of 
the strong evidence that seasonality differs between areas so that differentia! 
distortion would result” (p. 56). The most uniform method of analysis turns 
on two basic measurements: average level of the trend-adjusted data for the 
cyclical period and coefficient of variation. However, a wide variety of subsi- 
diary methods are employed. Many of the difficulties involved in the basic 
measurements are obvious and not overcome in the study. Of special note, 
however, is the fact that when cyclical timing does not approximately corre- 
spond, comparisons have to be omitted. 

A few generalized and many specific conclusions are reached. Relative 
instability of Detroit, lack of support for the thesis that cycles move regularly 
from East to West, the lead found in bank debit series, the relatively long 
cycle in store sales, lack of consistent relation between regional cycles and 
growth, the disproportionate industrial expansion of Los Angeles during and 
since the War, greater consistency of movement in major than in minor cycles, 
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and price variability as a basic element in national cycles appear to me the 
most notable. These conclusions carry varying degrees of conviction, but to 
argue them would unduly expand this review. 

A great many regional differences are shown to be dependent upon short- 
comings of the series employed, mechanical difficulties experienced in proces- 
sing them, and known differences in the industrial distribution. With regard 
to the last point, conclusions derived from regional distributions do not neces- 
sarily add to knowledge from the regional point of view. 

Many conclusions appear dogmatic. The conclusion with regard to build- 
ing permits in Cuyahoga County and southern California reached on page 143, 
for example, appears unwarranted in view of the limitations of building per- 
mit series. As just one more example, on page 150 the favorable rise in activity 
in Pittsburgh from 1933 to 1937 is used as evidence against the assumption 
that this upswing was mainly a consumption recovery, while on page 158 note 
is taken of the disproportionate increase in steel production in Pittsburgh in 
this period relative to the nation as a whole. Careful editing would have 
helped a great deal in eliminating incorrect table references, difficult sen- 
tence structure, order of thought, and the like. 

The book represents a useful step in the evolutionary development of re- 
gional analysis. It raises thought-provoking questions, but provides few truly 
satisfactory answers. Many suggestions might be made. For instance, the 
reviewer believes that many conclusions would have been easier to interpret 
if comparisons had been made with the total of the six industrial areas as 


well as with the national business cycle. 


CLark Bratt 
Lehigh University 


Total Business Fluctuations. By Montcomery D. Anperson. (Gainesville, 
Florida: Kallman Publishing Co. 1949. Pp. xii, 148. $3.75.) 

In this small multigraphed book Professor Anderson builds aggregative 
conceptions of profits, wages, income, consumption, production, employment, 
velocity of money and of goods, investment and saving. The econometric func- 
tions are set up, developed and statistically verified. The book ends with a 
chapter presenting a historical comparison forecaster of common stock prices, 
but no hint is given as to what series was employed to achieve the results. 
The book is the result of extension and development of ideas the author has 
expressed in journal articles and earlier books, beginning with his Capital 
and Interest.* 

The book contains arresting econometric hypotheses and striking statistical 
verifications. There are many common-sense positions which the reviewer feels 


* Chicago, Richard D. Irwin, 1934. Some other publications in the Anderson series are 
Theory of Economic Aggregates (Gainesville, Univ. of Florida Book Store, 1945); “Exploy- 
ment, Investment, and the Multiplier,” Econometrica, Vol. 8 (Apr., 1939), pp. 240-52; 
“Dynamic Theory of Wages,” Southern Econ. Jour., Vol. 7 (July, 1939), p. 193; “Invest- 
ment and the Valuation of Capital,” Econometrica, Vol. 10 (July, 1940), pp. 159-68; “A 
Formula for Total Savings,” Quart. Jour. Econ., Vol. 58 (Nov., 1943), pp. 106-19. 
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be highly pertinent and some which appear otherwise. Major difficulty 
arises from the fact that most of the conceptions are quite unusual while 


clear-cut comparison with conceptions more commonly accepted is not pro- 


of production. Consumption is the same but valued at cost to the seller. Sav- 
ing is defined as that part of investment which is not bought with new in- 


With a constant price level it is concluded that total profits equai zero, 
except for Physiocratic conception of the sale of valuable material which 
does not have a pecuniary cost. The average number of stages of production 
are found to be approximately constant in the long run. The transactional 
velocity of money is found to be similarly constant; and, likewise, the turn- 
over of all goods. 

Attention is given almost exclusively to aggregative relations, with little 
probing into the problems of distributional variation. In one way the 
analysis is very much in step with current thinking: great emphasis is placed 
on the relation between stocks and flows of money and of goods. 

Etmer Clark Bratt 

Lehigh University 


Money and Banking; Short-Term Credit; Consumer Finance 


The Monetary and Banking System. By Georce WALTER WoopwortTh. (New 
York: McGraw-Hill. 1950. Pp. xvi, 586. $5.00.) 

The study of money and banking requires a combination of analytical 
thinking with factual knowledge of economic and legal institutions, historical 
experience, and judgments about public policy. The depression, war, and 
postwar experiences have accentuated emphasis upon the theory of money and 
the operations of the banking system rather than upon their history. It has 
also been found necessary to integrate recent institutional changes with bank- 
ing theory, and an effort needs to be made to assimilate the developments in 
monetary analysis with the older forms of the quantity theory. This book 
does the former better than the latter. It is, however, always a question how 
much time and effort should be devoted to various aspects of the subject 
and whether the student should carry away with him predominantly a method 
of thinking and analysis, or a knowledge of past and existing financial insti- 
tutions. 

Professor Woodworth has written an excellent book which achieves a fine 
balance between these objectives. It is both a description and a theoretical 
analysis of the operation of banking and monetary systems with sufficient 
reference to their origin and history to orient the reader. It is well organized 
and comprehensive, containing chapters on the elements of money, monetary 
standards, prices and price changes, commercial bank operations, the theory 


vided. A few illustrations must suffice. Profits are accepted to be essentially 
: what the accounting profit records show. The distinction between producer 
. and consumer goods is not considered valid. Production or income is taken 
as total purchases of finished and unfinished goods and services, valued at 
a market prices, and divided by one more than the average number of stages 
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of money, international finance, and the structure of the American money 
market. The style is clear, simple, and direct and eschews excessive detail, 
needless elaboration, and prolixity. While providing a realistic background 
for banking and monetary theory, it emphasizes basic principles rather than 
the changing facts of daily experience for which we have come to rely upon 
such sources as the Federal Reserve Bulletin. At a time when institutions 
and regulations are undergoing rapid changes, it is doubtful whether it is of 
much value to students to fill them up with knowledge likely to be outmoded 
a few years after graduation. A case in point are the reserve requirements 
of member banks which are changed from time to time by the Federal Re- 
serve System. It is better that the student learn where he can find this in- 
formation than that he try to memorize a particular set of data which may 
soon be obsolete. 

One of the most interesting and useful sections of Professor Woodworth’s 
work consists of Chapters XX VII to XXXIV dealing with The Rate of Inter- 
est, Analysis of the Money Market and the Forces Governing the Rate of 
Interest, The Money Market and Rate Structure, The United States Gov- 
ernment Security Market, The Brokers’ Loan Market, The Commercial Paper 
Market, and the Bankers’ Acceptance Market. 

The monetary theory consists of a description and analysis of the older 
and newer theories, presented briefly but adequately. The reader learns about 
a number of theories of money, income, and prices and not a theory of 
money. This is perhaps best under the contemporaneous state of theoretical 
development, but one might wish for an integrated monetary theory incorpo- 
rating what is valid about the many different versions so as to furnish an 
adequate framework for analysis. 

The author recognizes the changes that have taken place in the gold 
standard and its virtual abandonment as a guide to monetary policy, He 
finds that it provides a common basis for an internationa) curtency (p. 55) 
but states that it has been found objectionable because of its rigidity which 
“has at times in the past thwarted realization of the more basic aims of 
maximum and stable production and of reasonable economic progress.”’ Hold- 
ing price stability defective as the sole guide to central bank policy (pp. 61- 
65), he does not sufficiently emphasize the great need of maintaining the 
value of money against inflationary forces. Hence, in discussing fiscal and 
monetary management, he fails to mention what ought to be the prime objec- 
tive of such a policy under a modern system of paper currency: reasonable 
stability of prices. This aim may be unrealized if the state and the central 
bank concentrate on attainment, by the means of monetary and fiscal meas- 
ures, of the other four objectives mentioned on page 526: high level employ- 
ment, stable employment and production, equitable distribution of income 
and a rising standard of living. Like so many other writers today, the author 
does not give, it seems to me, sufficient weight to the conflict between his 
basic objectives and the traditional duty of monetary management to prevent 
inflation. While such higher criticism of current economics may be outside 
the scope of a first treatise, still it would do no harm tc retain a little more 
of the traditional emphasis than is now fashionable in the new economics. 
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On the whole, however, the treatment accorded to these subjects is objective 
and reasonable and adds rather than detracts from the usefulness of this 
highly meritorious book. 


Water A. Morton 
University of Wisconsin 


The Measure of Gold. By W. J. Busscuav. (Cape Town: Central News 
Agency, Lid. 1949. Pp. xi, 164. 12s, 6d.) 

The principal purpose of this book is to support the proposal of the author 
that the price of gold should be raised in terms of national currencies. He 
prefers the term “measure” of gold to “price” of gold, but the two expres- 
sions are used interchangeably. The main body of the book was written be- 
fore the devaluation of sterling and other currencies'in 1949 but account 
is taken of these revaluations in the last chapter. The author approves of these 
steps as desirable for the purpose of correcting exchange relationships of the 
devalued currencies with the dollar. But he also urges that the dollar should 
be devalued by raising the dollar price of gold. The price that he suggests 
is $70 per ounce. After such action the price of gold in terms of sterling and 
other currencies should again be raised so as to maintain approximately the 
present exchange relationships with the dollar. 

These proposals are based upon the author’s thesis that there is insufficient | 
liquidity in the banking systems of the world. He says that a country’s bank- 
ing system is illiquid if in relation to the flow of transactions there is a 
shortage of means of payment. Internally where a country has abandoned 
convertibility of its currency into gold, illiquidity can easily be cured, since 
the state can easily increase the supply of paper money which is used in 
settlement of debts. But in the international field the problem is different 
since payment must be made in real terms by the transfer of non-money 
assets or by the “global money” gold. 

The measure of a country’s liquidity may be judged by the relationship 
between the currency value of its monetary gold stock and such magnitudes 
as money supply (including bank notes and bank deposits subject to check 
owned by the public), public debt, national income and wholesale prices. 
Statistics are presented in Chapter VI and Appendix XI to show that the 
increase in the latter items in principal countries has been several times the 
increase in the monetary gold stock during the period 1938-1946. Especial 
importance is attached to the showing of Table I in the text. This table com- 
pares for the two years 1938 and 1948 the monetary gold holdings and 
the monetary supply in each of 18 countries together holding approximately 
90% of the world’s monetary gold. For the 18 countries as a whole the 
monetary value of gold holdings was equal to 45.8% of the money supply in 
1938 whereas the ratio had fallen to 18.8% in 1948, For the United States 
the comparative ratios were 45.9% and 21.9%. If the 1949 devaluations had 
been in effect in 1948, the ratio for the whole in the latter year would have 
been 20.8%. Although the stock of monetary gold increased considerably 
from 1938 to 1948, the decline in the gold/money ratio was of course due 
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to the enormous expansion of deposits and bank notes resulting from the 
methods pursued in financing World War II. 

These figures are considered to indicate a serious decline in the liquidity 
position of most countries. The present situation is said to be similar to that 
existing after World War I. By 1938, however, as a result of the devaluations 
effected during the ‘thirties, liquidity had been partially restored although 
exchange rates did not settle down into an ideal pattern. But the expansion 
of the money supply associated with World War II has again caused a de- 
terioration in liquidity. Consequently, further increases in gold prices are 
necessary in order to obtain that degree of banking liquidity which will in- 
sure the maintenance throughout the world of high levels of income and em- 
ployment and failure to increase gold prices sufficiently and in time will lead, 
as did the similar failure after World War I, to a severe credit deflation and 
widespread unemployment. 

Such is the general argument of The Measure of Gold. It is supported by 
a selection of applicable statistical material covering such matters as gold 
production, gold stocks, monetary supply, national income, public debt and 
par values of currencies. Several chapters, moreover, are devoted to a presenta- 
tion of various aspects of monetary theory. Since the book is not intended as 
a contribution to monetary theory, the substance of the theoretical portion 
need not detain us. It may be commented, however, that the theoretical 
argument is not always easy to follow because of lack of skillful organiza- 
tion and presentation. Moreover, the selection of theoretical subject matter 
is sometimes questionable. As stated by the publishers, the book is a tract, 
not a treatise. It would be expected that the choice of subject matter would 
be determined by the purpose of the tract. But much of the theoretical dis- 
cussion has no apparent relation with this purpose. On the other hand, one 
could wish for a more adequate treatment of the principles involved in the 
operation of an international gold standard, or of the functions of gold under 
the International Monetary Fund—matters that would seem to be essential 
as background for the development of his fundamental thesis. 

The main question, however, is how well the author supports his proposal 
for world-wide increases in the price of gold. As far as the reviewer can dis- 
cover, the principal argument advanced is the statistical exhibit in Table { 
previously described. The author simply assumes that the deterioration in 
the gold/money-supply ratio shown in this table will lead to world-wide 
deflation just as he assumes that a similar situation after World War I led to 
the deflation of the ‘thirties. But even if there is some force to this explana- 
tion of the deflation of the ‘thirties, it is questionable whether that experience 
can be regarded as a precedent to explain the consequences of the present 
situation. After World War I, there was an attempt to restore the operation 
of an international gold standard. But at present the gold standard has been 
abandoned everywhere except for the limited type in effect in the United 
States. In countries not operating under the gold standard a shortage of gold 
does not necessarily mean a contraction of the currency if rates of exchange 
can be appropriately altered. Mr. Busschau makes no attempt to analyze the 
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mechanism through which a low gold/money-supply ratio will lead to defla- 
tion in countries that do not subscribe to the obligation to redeem their 
currencies in gold. Only in the case of the United States where such an obliga- 
tion is observed for international payments is it clear that a deficient gold/ 
money-supply ratio could necessitate deflation. But the author states that 
nowhere in his text has he suggested that the United States figure by itself 
indicates a low degree of liquidity. 

In the last chapter of the book sympathy is indicated with proposals for a 
return to an international banking system with currencies in which there is at 
least convertibility into gold for external payments. But Mr. Busschau con- 
siders that his suggested revaluation of gold is a condition precedent to a 
return to convertibility. If we assume such convertibility, the deflationary 
dangers envisaged by the author are doubtless enhanced, but even under 
- these assumptions the case is by no means clear. According to his statistics 
the gold/money-supply ratio for leading countries was 20.8% in 1948 (if we 
assume that the devaluations of 1949 had been in effect at that time). This 
is compared with a ratio of 45.8% in 1938. But what reason is there for 
assuming that the 1938 ratio is a normal or necessary one for the operation 
of the gold standard? Figures published by the National City Bank and 
quoted by Mr. Busschau show that the 1938 ratio in the United States of 
46% was extraordinarily large and that during the years 1914-29 the ratio 
was only in the neighborhood of 15%. In the light of these figures what rea- 
sons are there for assuming that the 1948 over-all ratio of 20.8% is insuffi- 
cient for maintaining gold convertibility without deflationary consequences? 
No convincing exposition of these reasons is to be found in the text. 

Of course, 20.8% is an over-all ratio, and in view of the extraordinary con- 
centration of gold in the United States, the ratios in most other countries 
are decidedly less. But this is a question of the maldistribution of gold. Will 
devaluation of the dollar in terms of gold improve this distribution? The 
author thinks that it will, apparently on the grounds that the resulting 
strengthening of the reserve position of the United States will allow external 
investment on a larger scale. The reader can iudge for himself as to the force 
of this argument. 

It is, perhaps, hardly necessary to point out the dangers that are involved 
in a higher dollar price for gold in the way of increased inflationary poten- 
tialities in this country. 


O. WeyrortH 
The Johns Hopkins University 


Public Finance 


Proyecciones Econémicas de las Finanzes Publicas: Un Estudio Experimental 
en El Salvador. By Henry C. Watticn and Joun H. Apier. (Mexico: 
Fondo de Cultura Econémica. 1949. Pp. 363.) 

As underdeveloped countries embark upon new lines of development, new 
problems and strains are bound to appear in their systems of public finance. 

Obviously, government officials and others in such countries must be aware 
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of the economic consequences of fiscal measures. In addition, they should 
know what kinds of fiscal systems have been established in other uncer- 
developed nations, and how they operate, since this Is the sort of knowledge 
which suggests appropriate models and alternative courses of action. In this 
book, Henry Wallich and John Adler, of the New York Federa) Reserve Bank, 
present a case study of the fiscal structure of El Salvador, as a contribution to 
this field of public finance in underdeveloped countries—a field which only 
very slowly bas been arousing the interest of economists. 

In selecting El Salvador for such a study, the authors point out that they 
_ enjoyed some advantages which would not be found in many countries— 
namely, a comparatively simple economy and fiscal system, a prevailing con- 
dition in which public expenditures have not exceeded fiscal resources, and 
several years of fiscal and monetary stability. On the other hand, the ob- 
stacles of a statistical nature were serious; some basic figures had to be 
worked up especially for this study, and, in general, the accuracy of available 
statistical data was questionable. 

It is precisely in connection with the inadequacy of quantitative material 
that the book makes one of its most important contributions to the literature 
dealing with underdeveloped economies. The authors rely heavily and frankly 
on qualitative judgments in reaching conclusions on critical questions. I hope 
that this will influence others studying underdeveloped countries to be bold 
about resorting to qualitative factors, Without denying the importance of 
amplifying and refining statistical information, it is clear that the most im- 
portant factors to understand are the qualitative ones, and thus it is not 
necessary to wait for reliable statistics before getting a working understand- 
ing of the nature, functioning, and problems of an underdeveloped economy. 

The fiscal system of El Salvador is examined from all angles: mechanics 
of budgeting; administration of tax-collecting; sources and amounts of public 
revenues; nature of public outlays; the effect of fiscal policies on business; 
the revenue system and the consumer (including discussions of incidence, 
progressiveness, and evasion of taxes); relation of fiscal operations to national 
income and the distribution thereof; fiscal policy and cyclical fluctuations; 
fiscal policy and money supply; the public debt and its réle in the economy. 
On a number of questions, comparisons are made with other Latin American 
countries, and even other nations, especially as regards sources of revenue 
and principal fields of government expenditure. 

To summarize the authors’ specific findings would extend unduly the 
length of this review. A few of the more important ones, however, should be 
mentioned. 

1. Revenues derived from direct taxes are very small, even for Latin America 

where this tendency is characteristic. 


2. In the aggregate, the revenue system has little influence on business. The 
principal effects are: an unduly heavy tax burden on small coffee producers; 
discrimination against the corporate form of business organization; encour- 
agement of textile, sugar, and henequen production by means of tarifis and 
subsidies. 

. In spite of substantial regressive taxes on consumption, the tax system as a 
whole appears to be moderately progressive in nature. 
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. El Salvador is less vulnerable to cyclical fluctuations than many other export 
economies (partly because of special demand for its high-quality coffee, and 
partly because of internal factors such as virtual self-sufficiency in food 
production). But government revenues in the postwar period have seemingly 
become more sensitive than ever to changes in national income, and the 
ability of the government to adopt recovery measures in time of depression 
has been weakened. 

. Government outlays for developmental purposes have risen from about 10 
per cent of total expenditures two decades ago to 20 per cent in recent years. 
Nevertheless, as things go in Latin America nowadays, the government has 
been moderate in promoting economic development by direct action. Most of 
its efforts have been indirect, destined to create conditions favorable to 
private enterprise. 

. Conservative fiscal and monetary policies have enabled El] Salvador to main- 
tain since 1934 a stable currency in terms of gold and a free exchange market. 
These conditions have not been adequate to stimulate a rise in private in- 
vestment, but if they are continued and matched by government action to 
create an internal capital market, they should bear fruit in the future. In 
this connection, it is suggested that a small amount of open-market pur- 
chasing of government securities by the central bank, a practice not now 
followed in El Salvador, would be helpful in developing a capital market. 


This book will certainly be read throughout Latin America with great 
interest, by informed laymen as well as professional economists. Technical 
concepts are explained briefly and skillfully, so that a general reader can 
follow the drift of the analysis without trouble. It is a model study in every 
way, and an extremely valuable contribution to the growing literature on 
the economic problems of underdeveloped areas. 

SanForp A, Mosk 

University of California, Berkeley 


Taxes and Economic Incentives. By Lewis H. Kime. (Washington: 
Brookings Institution. 1950. Pp, x, 217. $2.50.) 

This study of the effect of taxes on economic incentives is based largely 
on questionnaires answered by businessmen. The taxes considered are the 
personal and corporate income taxes, sales taxes and excises, property taxes, 
and payroll taxes. The major finding of the study is that income taxés bear 
most of the responsibility for tax discouragement to the expansion of plant 
and equipment, and willingness to invest and to work. The other taxes in- 
vestigated were believed, at their 1950 rates, to have relatively little effect 
on incentive. The most noteworthy policy proposal is the advocacy of a 
gradual reduction of the corporate income tax rate from a maximum of 38 
per cent to around 10 per cent. Although the “traditional” view that the 
corporate income tax rests on the corporation is rejected in favor of the 
newer theory “now in the ascendancy” (which holds that the tax tends to 
be shifted through prices changes), it is concluded that the corporate income 
tax frequently affects decisions with respect to expansion of plant and equip- 
ment. This is largely because of its effect on the funds needed for such 
expansion. 
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The latter conclusion seems to be borne out by the results of the question- 
naire, which indicate that only 60 per cent of those executives who replied 
believe the corporate income tax is reflected “more or less” in prices. Al- 
though this is a greater percentage than that reported in some earlier similar 
questionnaires when the rate of tax was lower, the author’s findings do not 
give much basis for believing that a great part of the incidence rests on the 
consumer. Thus the conclusion would appear valid that small corporations 
are likely to find it difficult to expand plant and equipment out of their 
earnings except during periods when profits before taxes are very high. More- 
over, an aggressive labor union policy would in the latter event probably 
force a rise in costs. 

One may question how much reliance should be placed on the conclu- 
sions derived from the questionnaires. The replies to most of the questions 
number around 200, divided among thirteen industrial categories. This is not 
a large sample. (It may be noted that little use is made of the thirteen indus- 
trial subdivisions, and a sense of repetitiousness might have been avoided if 
merely over-all averages had been given except where actual use was to be 
made of the breakdown.) Moreover, the reader is likely to be more impressed 
with the lack of unanimity in the responses to most of the questions than 
with any particular percentage of affirmative answers. It is indeed useful to 
realize the immense diversity in the conditions surrounding business decisions 
in different sorts of enterprise. But it is doubtful how much can be accom- 
plished by the method of the questionnaire; for an unbiased and accurate 
mental reconstruction of the circumstances of the actual decision is probably 
impossible. Even if one were to accept the practical usefulness of the induc- 
tive approach to the problem of tax incidence, the form of interrogation used 
in the present study appears to be oversimplified. More significant results 
might have been obtained, given the size of the sample, if a clear demarca- 
tion had been made between firms operating under administered prices and 
those subject to conditions of competition. Then, with respect to the former, 
personal interviews would have been in order, to ascertain exactly what a 
respondent meant when he stated that a tax was “more or less” passed on in 
higher prices. Unfortunately, it is difficult to believe that the respondent 
would usually be in a position to make an unambiguous statement. Short of 
such a detailed interrogation, the same criticism must be leveled against the 
“new theory,” based on administered pricing, that the author aims at marginal 
analysis, namely: “if the underlying assumptions do not conform with the 
facts, the conclusions can have little practical value” (p. 180). 

Another difficulty in the interpretation of the replies to a number of the 
questions is the fact that the questionnaire was answered during the period 
of high business activity in mid-1948. The author points out that the state 
of business activity and profits probably affected the answers. But if so, the 
respondents should have been more closely questioned on what they believed 
to be the effects of the business situation on their decisions. However, not 
much optimism would seem to be justified concerning the dependability of 
the replies even if this were done. The laudable caution displayed in the 
author’s inferences from the results of the questionnaire is justified by the 


954 THE AMERICAN ECONOMIC REVIEW 


bluntness of this instrument for interpreting businessmen's responses to taxes 
in the total economic framework within which they operate. 

The study concludes that the federal excise must remain an important 


However, it is not pro- 
the revenues lost through a reduction in the corporate income 
see how this could be avoided. 
Kenyon E. Poors 
Northwestern University 


ional 

Economic Survey of Europe in 1949, Prepared by the Research and Plan- 
ning Division, Economic Commission for Europe. (Geneva: United 
Nations, Department of Economic Affairs. 1950, Pp. xv, 299. $3.00.) 

For the last three years, the annual publication of the Survey has been 
the most important event in the field of regional economics. The Survey’s 
combination of abundant factual] and statistical material with theoretical 
analysis of the highest order bas set a standard never before reached by 
similar works. A thorough analysis would require a treatise not much shorter 
than the 299 folio pages of the Survey itself; the following remarks cannot 
give a true picture of the wealth of information and ideas presented by the 
Survey, and they do less than justice to the judicious treatment of most con- 
troversial issues. If somewhat more space is devoted to criticism than to 
praise, such imbalance signifies only that a dissent is better material for dis- 
cussion than a mere expression of admiration. 

One of the highlights of this year’s Survey is a chapter, prepared by Mr. 
Ingvar Svennilson under a grant by. the Rockefeller Foundation, modestly 
entitled “Prospects of Expansion in European Production." This chapter 
presents a highly abbreviated but nevertheless comprehensive theory of 
economic development. The author follows the precedent set by Colin Clark 
in boldly forecasting developments from 1950 to 1960; he predicts an in- 
crease in industrial production by about 50 per cent for Western and North- 
ern Europe (p. 215) and by about 90 per cent for the underdeveloped areas 
of Eastern and Southern Europe (p. 218). These forecasts are based on a 
sound appreciation of the long-run flexibility of the European economy; the 
author is less concerned than many contemporary economists with the alleged 
danger of oversaving and stresses the need for providing in time the savings 
necessary for increased investment in the rapidly expanding economies of 
Southern and Eastern Europe (p. 220). 

Another chapter of more than current interest deals with the problem of 
international equilibrium; this chapter and the rest of the Survey have 
been prepared by Mr. Hal B. Lary, who succeeded Mr. Nicholas Kaldor 
as director of the Research and Planning Division, and his staff. The authors 
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analyze the changes in trade patterns between the interwar and postwar 
periods and argue that neither current transactions on merchandise or service 
account nor the activities of international lending institutions can be expected 
to furnish an appreciably larger amount of dollars to the rest of the world 
(p. 180). They conclude, therefore, that without extraordinary grants or in- 
vestments the amount available abroad for the purchase of U. S. goods would 
fall to about $9 billion annually, as compared with actual U. S, exports of 
$12 billion in 1949, and that Europe's share in those exports would be about 
$2 billion as compared with more than $4 billion in 1949 (p. 181). The 
Survey indicates, however, that even such a small figure would not be in- 
compatible with the satisfaction of Europe’s vital import needs (p. 187), 
although the burden would fall unevenly on different countries and might 
prove extremely heavy for some of them (p. 191). 

The Survey acknowledges that the trend in the first months of 1950 “may 
suggest that the preceding analysis has been based on unduly pessimistic 
assumptions” (p. 192). In fact, the results of the first half of 1950 show 
that the annual rate of U. S. exports to the world at large could drop below 
$10 billion, and of U. S. exports to Europe to little more than $3 billion, 
without causing any trouble either in the United States or in the rest of 
the world. This does not mean that a further substantial reduction of U. S. 
exports would necessarily serve any particularly useful purpose: from the 
point of view of economic policy, it might well be better for the United 
States as well as for the world at large to maintain an export surplus of 
approximately the 1949-50 size by continued foreign investment or perhaps 
even in part by public grants or subsidies. However, the calculations of 
the Survey should help to destroy the myth that such an export surplus 
would be an inevitable Act of God rather than the result of conscious 
political decisions. 

The Survey exhaustively analyzes the foreign trade of European nations. 
It points out the lag in Germany’s overseas exports (p. 135) and the stimulus 
given to Europe’s imports of machinery and other industrial products from 
the United States by the availability of ECA funds (p. 142); these two strictly 
temporary factors accounted in 1949 for nearly one-half of Europe's total 
trade ‘deficit with overseas countries. The Survey also demonstrates the 
price effects of the devaluation of European currencies and its influence upon 
the balance of international payments (pp. 153 and 156). 

The Survey pays particular attention to the problem of East-West trade 
and states that the limiting factor is “the ability of eastern European coun- 
tries to increase the capacity of their agriculture and industry to supply 
goods of interest to western Europe” (p. 92). In line with the attitude taken 
by Mr. Gunnar Myrdal, the Executive Secretary of ECE, the Survey em- 
phasizes that the expansion of trade between Eastern and Western Europe 
would be more beneficial than “the integration effort within either of these 
spheres” (p. 91), and it exhorts the Eastern European countries not to 
neglect their agricultural exports in favor of industrialization (p. 93). The 
Survey realizes, however, that the problem is “largely political rather than 
economic” (idid.). 
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In only two points does this reviewer sense a certain pro-planning bias, 
which had been even more pronounced in the earlier issues edited by Mr. 
Kaldor. These points concern the anti-inflationary policies of some European 
nations and the abolition of trade controls, and it so happens that on both 
occasions the Federal Republic of Germany is the main target of the Survey's 
criticism. 

The Survey states that Germany may have “thrown away, by ending 
rationing and relaxing import controls, two of the weapons which experi- 
ence suggests are necessary in dealing with [its] structural problems” (p. 71), 
and that Germany, after having removed “physical controls . . . faster and 
more completely than . . . most other countries, . . . now finds it difficult 
to attain a high level of economic activity while maintaining monetary 
stability” (p. 56). This criticism sounds strange in view of the fact, dis- 
closed by the Survey itself (Tables 1 and 2), that in 1949 Germany showed 
greater progress in economic activity than any other European country, not 
excluding those of the Soviet orbit, while maintaining a remarkably stable 
level of prices and wages. 

The Survey is correct in pointing out that Germany, despite its rapid 
advance, was unable to maintain full employment. The Survey is fully aware 
of the structural reasons of that development; nevertheless, it suggests “the 
adoption by the authorities of an expansionist policy, whether through an 
increase in the supply of credit to the private sector or through direct deficit 
spending by the Government” (p. 67). The Survey realizes that such a policy 
may result in inflation, which would have to be repressed by new controls: it 
may “prove necessary ... to retreat from the liberal principles of economic 
policy hitherto followed” and to reverse “the recent policy of liberalizing 
western Germany’s import trade (ibid.). The Survey seems to have forgotten 
that it was the elimination of repressed inflation by the currency reform of 
1948 which made possible the rapid rise in production and consumption, the 
improvement in labor relations, and in general the maintenance of internal, 
and the advance toward international, equilibrium in the German---and 
therefore the entire European—economy; all that progress would be un- 
done if repressed inflation were permitted to reappear. 

While minimizing the dangers of inflation, the Survey brings up the 
spectre of deflation. It asserts that under present conditions in Germany 
“any increase in the rate of savings is less likely to lead to an increase in 
the rate of investment than to a deflationary spiral” (p. 49), and it states 
flatly that Germany (and Italy) have pursued “deflationary policies” (p. 71). 
At least in the case of Germany this accusation could be considered valid 
only if any policy aimed at stabilizing the level of prices and wages were 
called deflationary; but according to such a definition, even a policy of re- 
pressed inflation, similar te that suggested by the Survey itself, would be 
“deflationary.” According to the usual meaning of the term, which involves 
a reduction in the supply of money and credit, the charge is completely un- 
founded: in 1949, the volume of money (currency plus bank deposits) rose 
from 18 billion to 22.5 billion marks, and that of bank credits from 5.5 
billion to 12.5 billion — a pretty queer deflation indeed. 
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The Survey's lack oi faith in the working of a free economy is reflected 
in a skeptical attitude toward liberalization of trade. The Survey rightly 
stresses the importance of a revival of German foreign trade for the restora- 
tion of equilibrium in Europe’s overseas and continental trade relations. It 
asserts, however, that developments in 1949 “do not give promise of a ready 
absorption of anything approaching the prewar level of exports from western 
Germany without serious disturbance to other European suppliers” (p. 96). 
It also predicts that any increase in Germany’s exports, employment, and in- 
dustrial production would lead to a further rise in imports, which would have 
to be “counteracted in some measure by import restrictions and consumer 
rationing” (p. 95). Altogether, the Survey fears that “the immediate effects 
[of liberalization} on the overseas balance of payments may be negative 
rather than positive” (p. 107); it seems to share the apprehension of “ex- 
pansionist” countries lest liberalization, and especially the establishment of 
the European Payments Union, expose these countries to losses in reserves 
and force them “to abandon their expansionist policies in favor of more 
restrictive policies followed in a number of other European nations” (p. 105). 

The Survey is correct in stating that the problems of liberalization will 
be minimized “if there is a high rate of growth in economic activity through- 
out the area” (p. 104); but it does not realize how intimately such growth is 
connected with the restoration of freedom in domestic and international 
economic relations. Its pessimistic views can best be refuted by a look at 
recent developments. Between the first half of 1949 and the first half of 1950, 
Germany increased employment by 3 per cent, industrial production by 20 
per cent, and exports by 50 per cent. This rapid improvement did not lead 
to a dangerous rise in imports, which remained virtually unchanged, nor 
did it cause “serious disturbances to other European suppliers.” In the same 
period, liberalization was instrumental in raising the volume of intra-Euro- 
pean trade in the countries participating in the European Recovery Program 
by almost 30 per cent, and these countries, far from suffering losses in their 
reserves or feeling a ‘‘negative rather than positive” effect upon their dollar 
balance of payments, saw their gold and dollar reserves increase by about 
20 per cent and their trade deficit with the United States decline by 45 
per cent. 

Unless these trends are reversed by further political disturbances, it will 
be hard for next year’s Survey to maintain its agnostic attitude toward 
economic liberalism. Such a change in heart is the only improvement which 
might be suggested to the authors of a truly great work. 

J. Hersert Furtu 

Washington, D.C. 


Capital Imports and The American Balance of Payments 1934-39-—A Study 
in Abnormal International Capital Transfers. By Axtuur I. BLoom- 
FieLp. (Chicago: University of Chicago Press. 1950. Pp. xvii, 340. 
$6.00.) 

The capital inflow of $6 to $8 billion to the United States in the period 

1934-1939 was a phenomenon without precedent in the history of interna- 
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tional finance. It came to a country with lower interest rates than prevailed 
in the capital exporting countries; it was not associated with an expansion of 
income in the receiving country; and neither in the capital receiving nor in 
the capital exporting countries was there a corresponding adjustment in 
the commodity trade or in the balance of payments on current account. Dr. 
Bloomfield’s book, which is the revision of a doctoral thesis written at the 
University of Chicago, gives a detailed picture and thoroughgoing analysis 
of the capital flow in this six-year period. It is an excellent account of this 
unusual chapter in international finance. 

Bloomfield’s analysis of the inflow by geographical origin shows that of 
the $5 billion for which a geographica) breakdown is availabie, approximately 
75% came from Europe, and over 55% from the United Kingdom, France, 
the Netherlands, and Switzerland (p. 7). Of the identified capital inflow of 
$5.8 billion, $3 billion represented net increase in foreign short-term assets 
in the United States; $858 million a net decrease in U. S. short-term assets 
abroad; $1,121 million foreign net purchase of U.S. securities; and $842 
million foreign net purchases of foreign securities. 

He analyzes each class of movement with reference to geographic origin, 
causes, and consequences. In the discussion of the movement of short-term 
banking funds he gives a meticulous analysis of the relation of these move- 
ments to short-term interest rates, and to the relation between forward and 
spot exchange rates. He concludes, contrary to a popular opinion common 
at the time, that foreign operations in American securities bad little, if any, 
effect upon the stock market, and that it was more likely that stock market 
movements influenced foreign operations in American securities (p. 196). 

In Chapter V, “Capital Imports and Gold Imports,” Bloomfield takes the 
position that the capital movements were the causal factor in the gold flow, 
and gives an extended analysis (pp. 130-42) of the writings of Graham, 
Whittlesey, and Lutz who had minimized the causa) influence of the capital 
movement in explaining the gold flow. Chapter VI, “Operations of the Ameri- 
can Exchange Stabilization Fund,” is a judicious and discriminating analysis 
of the Fund’s operation. The author makes clear the limited influence that the 
Fund could have, in view of the American policy of maintaining a fixed price 
of gold. His conctusion on this point is worth quoting. “Not only did the Fund 
provide no genuine long-run support to foreign currencies (since such curren- 
cies when purchased were quickly converted into gold), but the initiative in 
determining the basic level of exchange rates lay in the hands of foreign 
authorities in view of the fixed American gold price” (p. 176). 

The most significant theoretical conclusions come in the final chapter, 
“Capital Imports and American Balance-of-Payments Adjustment.” Bloom- 
field brings out clearly the failure of the balance of payments to adjust to 
these capital imports by changes in the commodity or service items. His con- 
clusion is that the principal reason lay in the fact that under the circum- 
stances the capital imports were not income creating in the United States, 
and had only a limited restrictive effect on incomes in the countries from 
which capital came to the United States. He finds no correlation between 
capital inflow and the state of the American balance of payments, and con- 
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a new idea, and gives no hint that this view had vigorous spokesmen in the 
English monetary controversies of the Napoleonic period. 


Frank WuHITson Fetter 
Northwestern University 


The Dollar Crisis: Causes and Cure. By T. Batoon. (Oxford: Basil Black- 
well. New York: Macmillan. 1949. Pp. xlvi, 269. $3.00.) 
- Mr. Balogh’s recently published thoughts on the “dollar crisis” are largely 
reiterations of many of the ideas he has published elsewhere, brought up to 
date by examinations of the OEEC, Britain’s devaluation, and the Washing- 
ton Agreement. But in this volume he goes so far as to propose what is in 
essence world socialism, to be guided by Britain and financed by the United 
States. As usual, his reasoning (given his assumptions) is close and logical, 
though it also reflects an intense feeling as to the correctness of his own 
own views and the errors of others’. Balogh seems to be so certain of his 
position that one gets the idea that, if all the controls he demands for the 
British government were placed in his hands, he would produce panaceas. 

His fundamental thesis rests on “The basic principle that economic policy 
is supposed to aim not merely at an increase of total production but also of 
the equality of distribution . . .” (p. vii), thereby improving the standard 
of living and increasing the equality of opportunity of the masses, both na- 
tionally and internationally. Implementation of this policy is supposed to be 
the responsibility of the United States, since it is the richest nation of the 
world. Therefore, Balogh calls for a return to the original conception of 
UNRRA and Marshall Aid, which should be continued indefinitely so as 
eventually to redistribute more equally the world’s wealth and income. 

The relative richness of the United States is due to war devastation in 
Europe, to the lack of development in unindustrialized areas, to the United 
States internal mass market and its protection from foreign -ompetition, to 
its relative self-sufficiency, and to the continuous increase of productivity in 
the United States faster than elsewhere. These conditions give rise to ‘The 
possibility that the United States might undersell the rest of the world, if 
perhaps not ‘all along the line,’ over a sufficient range to create 
disequilibrium and impose unemployment . . .” on non-dollar areas (p. 226). 
The unbalanced distribution of world wealth and income is a permanent con- 
dition, growing greater yearly; thus, the pressure on international balances 
of payments is likely to continue and cannot be solved by “orthodox” 
methods. These, he thinks, would only aggravate the disequilibrium and the 
inequality of income both nationally and internationally. 


cludes that the moderate adjustment in the American trade balance 
36 was due primarily to a rise in national income in this country greater 
than abroad “related in large part to an autonomously induced factor in the 
form of deficit financing operations by the United States government” 
(p. 291). 
In the discussion of theories of balance-of-payments adjustment (pp. 253- 
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The orthodox remedy of devaluation is not justifiable, says Balogh, since 
it makes broadside swipes at income and employment, insiead of redirecting 
domestic spending and channelizing resources to export markets. Rather, the 
remedy must come from the creditor nation—the United States. But, the 
necessary outflow of capital must not be induced by depression in the United 
States for it must maintain Europe’s primary source of dollar exports. How- 
ever, Balogh despairs of the United States maintaining a stable and high 
level of domestic income and employment even with an expanded foreign 
investment program. 

He, therefore, suggests that Britain and Western Europe, in order to 
guard against the inevitable decline of economic activity in the United States, 
press for the reform of the Fund and Bank, changing them into an Inter- 
national Central Bank and a Board for International Economic Develop- 
ment. The revised organizations would be able, respectively, to create inter- 
national reserves when needed (and destroy them) and to guide interna- 
tional capital flows so as to equalize opportunity and productivity in vari- 
ous areas of the world. They would help provide immunity from a United 
States slump (e.g., by channelizing the expenditure of development funds to 
countries with induced deficits). After making the suggestion, however, Ba- 
logh again despairs of these being established, or of the United States 
granting continued unilateral aid, or of its maintaining high levels of in- 
come and employment. 

Accepting a United States failure to properly implement multilateralism 
through both domestic and international measures, Balogh urges Europe and 
Britain to expand intra-European trade (and, for Britain, greater self-suffi- 
ciency within the Empire); such action would include discrimination against 
United States exports through mutual preference to European countries and 
through clearing agreements. The resulting interdependence of European econ- 
omies would require close coordination and supervision of national programs 
and policies. To obtain this objective, others have suggested that Europe 
should integrate. Balogh disposes of each of the suggested forms of integra- 
tion as being either unsatisfactory or unnecessary. What he deems desirable 
and necessary is the enforcement of European cooperation through a regional 
planning agency under the strong leadership which can be provided only 
through British initiative. 

Balogh is greatly disappointed with the Labor government for not having 
taken the initiative in a socialist program calling for greater regional and 
domestic controls. He criticizes the British program as being especially weak 
internally; provision of full support to a regional planning agency requires 
greater domestic over-all planning than is now being done. By way of imple- 
mentation, the government should revamp internal industrial structures 
through highly discriminatory controls; it must also institute plans to stand- 
ardize production and processes, to concentrate individual plants and opera- 
tions, and to revise wage systems. The reorganization of the Board of Trade, 
the Treasury, and the Bank of England is mandatory in his eyes. These 
and other policies require even more extensive controls, both internally and 
externally, than exist at present. 
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In sum, Balogh covers the present international situation in an extensive 
fashion and also gives much space to a minute criticism of British policy. 
The contents of his work include the background of the economic crisis of 
Western Europe, the Marshall Plan, possible union of Western Europe, recent 
trends in American economic policy and activity, and proposals for post- 
Marshall aid. In addition, he includes three appendices on “Proposals for 
Post-War International Currency and Investment,” “The Concept of a Dol- 
lar Shortage,”’ and “Britain’s Economic Problem.”’ A lengthy preface adds 
last minute ideas and additional support of his thesis arising from events 
in late 1949. 

To this reviewer, a first criticism of Balogh’s thesis would be that his 
fundamental goal of equalization of wealth and income over the world is 
objectionable, especially if it is proposed that the United States accept all 
responsibility for implementation. 

A second objection is that, although Balogh recognizes the need for a re- 
vision of internal industrial structures of Britain and Europe (and one 
might add the United States), he does not show that it can be accomplished 
more expediently or economically under controls than under free-market de- 
termination of the use of resources. Especially would it seem to be difficult 
to guide the new structure through controls into lines compatible with multi- 
lateral trade. There are cogent reasons why it would be difficult to do so; 
the lack of adequate statistical data, as well as the lack of foresight of govern- 
ment officials, is cited by Balogh himself. 

Thirdly, even in his minor points of analysis and obiter dicta, the reviewer 
found much at which to cavil. For example, he criticizes customs unions, but 
only from the “control” viewpoint. He attacks the German monetary reform, 
focusing on its minor inadequacies and overlooking the major benefits. He 
stresses the need for standardization of products and concentration of pro- 
duction in the interest of all, actions which are definitely contrary to con- 
sumer sovereignty and the interest of small producers. He calls for “A new 
system of quickly effective incentives and deterrents . . .” for the British 
economy; yet he does not state what they should be or how they should be 
obtained—a crucial point in a socialist system. His footnote reference to 
Graham shows a propensity to misunderstand another’s position, as does his 
criticism of Haberler in which he also avoids the real issue and by implicit 
assumptions obtains some curious results. Finally, his statement that a na- 
tion may undersell another practically all along the line is used, at one place, 
to deny the validity of the doctrine of comparative advantage; this argu- 
ment has been effectively rebutted elsewhere. 

Finally, the reviewer is struck with the need for economic analysis in 
this field to start anew with the recognition of certain fundamental relation- 
ships in the mechanisms of adjustment (both internal and external) in inter- 
national balances of payments. For example, the forces which Balogh cites 
as contributing to the permanency of the “dollar crisis” are nothing more 
than initiating factors, which can and should be offset by external and in- 
ternal adjustments—both here and abroad. It is the denial of the required 
adjustments which continues the imbalance and not the initiating factors. 


> 
or 


962 THE AMERICAN ECONOMIC REVIEW 


Whatever responsibility the United States has to the world, it certainly in 
cludes the encouragement of the adjustments in exchange rates, prices, and 
production structures which are necessary for wor'd trade to become multi- 
latral without continuous pressure on exchange reserves. These adjustments 
should probably be made easier by the assistance of the United States; one 
such measure which is a prerequisite to multilateral trade and payments is 
the provision of international reserves. But, international reserves so pro- 
- vided may be dissipated through the continued deficits due to planning or 
to the as yet unstabilized and unadjusted domestic economies. Thus, adapta- 
tion of domestic structures along multilateral lines and a substantial return 
to free-market determination of resource use are required. 
J. N. BenrmMan 
Princeton University 


Peace by Investment. By Benjamin A. Javits. (New York: Funk and Wag- 
nalls, in association with United Nations World. 1950, Pp. x, 242, 
$3.50.) 


It is significant to note that this book which proposes a trillion dollar 
U. S. foreign investment program over the next fifty years was written by a 
well-known attorney and businessman, with a Foreword by Charles E. Wil- 
son, President of the General Electric Company, to whom the author at- 
tributes many of the ideas presented. The author has sought to provide an 
answer to the question which is now very much on the minds of Americans, — 
“What must we do to be saved?” The answer which is given is that we must 
buy our peace and security with dollars by investing abroad $20 billion 
a year for the next fifty years. The author is certainly right when he says 
that peace is worth $20 billion a year. It would be a bargain at $40 billion 
or even $60 billion a year, if indeed peace were something which could be 
acquired for mere money. 

Mr. Javits rightly sees as a fundamental factor making for war the eco- 
nomic want and insecurity of the hundreds of millions of the world’s peoples. 
He is also correct in believing that by increasing capital investment the 
world’s living standards could be raised and a larger measure of political sta- 
bility could be achieved. Mr. Javits’ goal for the next fifty years is an in- 
crease in capital investment of $1,000 per inhabitant for the entire globe, half 
of the funds for which would be supplied by the United States and the rest 
would come from other industrialized nations and from indigenous sources 
in the underdeveloped areas. The media for such investment are the U. N. 
agencies such as the World Bank and the technical assistance agencies, the 
Export-Import Bank, the RFC, private investment fostered by investment 
guarantees and a World Reconstruction Authority. This is to be largely a 
loan program. The transfer problem does not bother Mr. Javits because he 
rightly states that once we begin investing abroad we cannot stop, but must 
go on increasing our investment. He draws the analogy of domestic invest- 
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ment which also must be maintained at increasingly higher levels if a slump 
is to be avoided.’ 

The author does not deal with the difficult problems involved in channeling 
large amounts of international capital into productive uses. Rather he con- 
tents himself with a somewhat rambling discourse on economic and political 
conditions in ten foreign countries, and concludes that all of their social and 
political problems could be solved by an investment of $1,000 per inhabi- 
tant. American capital investment on this scale would, according to the au- 
thor, not only buy peace but it would also assure the triumph of American 
capitalism throughout the world. The problem of relations with Russia would 
be dealt with by a 25 billion dollar credit over a five-year period, enough 
to assure the Russian people that America does not constitute a threat to 
their security, British monopoly capitalism and bureaucratic controls would 
succumb to the American competitive system by adequate U. S. investment 
in that country. 

The reviewer is reluctant to criticize Mr. Javits’ courageous program be- 
cause he is in wholehearted agreement with the author that now is the time 
for bold and revolutionary action if Western democracy is to be saved. But 
America, like the spoiled darling of rich parents, must learn that there are 
many things which cannot be bought with money alone, and peace is one 
of them. We need to have a substantial foreign investment program, which 
is wisely administered so that it will provide concrete results in terms of 
increased production. We also need a grant program for agricultural, health 
and educational projects which are not suitable for loans. But along with it 
we must have a bold political program which will be directed towards social 
and political reform and will prove to the great masses of people that we are 
interested in something more than preserving the status quo and upholding 
reactionary governments. If Democracy is to win over Communism among 
the millions of people now awakened from a millennium of passive acceptance 
of their semi-feudal status, it must become a vital movement which will 
capture their imagination and provide a sure road to a better way of life. 
Finally, in this hour of emergency in which we are fighting for the survival of 
our way of life, we must organize a common defense for the free world. 
But along with it we must give the people something to fight for. 

RayMonp F, MIkESELL 

University of Virginia 


Customs Valuation in the United States. By R. Evserton Smitu. (Chicago: 
University of Chicago Press. 1948. Pp. xv, 380, $7.50.) 

Economists are generally agreed that if we must have a customs tariff it 
should be levied on an ad valorem basis. Specific rates of duty have adminis- 
trative advantages, but their disadvantages far outweigh them: (1) they are 

*For a discussion of the point see Walter S. Salant’s “The Domestic Effects of Capital 


Export Unity, The Point Four Program,” Am. Econ. Rev., Proceedings, Vol. XL, No. 2 
(May, 1950), pp. 495-510. 
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steeply regressive, bearing much more heavily on a cheap than on an expen- 
sive product of a given type; and (2) they are much more restrictive in 
periods of falling prices than in periods of rising prices. Germany, Austria, 
Hungary, Spain and Switzerland make little or no use of ad valorem rates 
and therefore do not face a valuation problem. Most of the other countries 
of the world make use of ad valorem rates and have had perforce to define 
dutiable value. Even countries making extensive use of specific duties have 
frequently combined them with ad valorem duties by providing for ad va- 
lorem maximum or minimum equivalents of the specific rates or by levying 
different specific duties on different value brackets of merchandise. Granting 
that tariff rates should be levied in relation to value, how shall value be de- 
fined? The problem of value is a difficult one for the academic economist to 
solve, even when his thinking is not harassed by the confusing counsels of 
interested pressure groups. When, however, he must satisfy the rigorous 
legal terminology of the customs bar, the protectionist demands of American 
producers and the widely divergent interests of importers of differing types 
of foreign goods, the problem of a suitable definition of value becomes almost 
insoluble. 

Dr. Smith’s book is an excellent summary of the American attempt to de- 
fine value. Since American tariff law is the most comprehensive of any coun- 
try in the world and since American protectionist sentiment has been the 
most persistent and in many ways the most articulate to be found any- 
where, Dr. Smith enjoyed a wealth of material with which to work. As a 
result of his careful study, economists (particularly students of international 
trade and commercial policy), customs brokers, administrators and lawyers 
will have a convenient source of authentic information on a much-neglected 
subject. 

After a brief introduction in which the author indicates the nature and 
significance of the valuation problem he proceeds to a thorough yet concise 
review of the origins of dutiable value and of valuation procedures in the 
United States. The historical section is well documented and shows a firm 
grasp of customs law and court decisions. Early valuation methods were 
largely a continuation of colonial practices. As protectionist strength grew, 
changes in valuation were made to assure maximum protection. Treasury 
agents stationed in foreign countries to collect value information caused a 
deep resentment abroad and gave the United States the reputation of having 
a singulariy obnoxious tariff policy. In recent years the most important 
changes in valuation law have been achieved not by statutory changes but 
by administrative and court interpretation of the statutes. The resulting 
delays in appraisement of merchandise with the concomitant heavy load of 
contingent liability for importers has added a heavy burden of administra- 
tive protection to the already unconscionable rates of the American tariff. 

Following the historical survey the author analyzes each of the several 
forms of dutiable value currently in use in the United States, and the more 
important problems associated with customs valuation. The “ideal” dutiable 
value is specific purchase price. In cases where this is administratively un- 
workable (¢.¢., non-purchased goods), United States value and cost of pro- 
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duction may be substituted. All attempts to base duties on foreign value 
should be abandoned. Likewise, complex specific and ad valorem rates with 
their elaborate value brackets should be eliminated in favor of simple ad 
valorem duties which would reveal clearly the true level of tariff rates. The 
present reviewer and others who have taken the trouble to calculate the ad 
valorem equivalents of specific duties have been amazed at the fantastic rates 
that are sometimes concealed by specific duties. 

The book is well written. It is well indexed both by subject and name, 
it has a good bibliography of court cases and of other primary and secondary 
materials, and it meets the high standards of typography one would ex- 
pect from a great university press. 


Cart 


Goshen College — 


Imperialism—-A Study. By J. A. Hopson. (London: George Allen and Unwin. 
1949. Pp. viii, 386.) 

This work was written in 1902 and a revised edition appeared in 1905. 
A third edition, in 1938, reproduced the second with little alteration (except 
bringing figures up to date) but with an Introduction by the author. It is 
this third edition which is now reprinted (but with the omission of the In- 
troduction). 

The South African war ended on the 3lst May, 1902, and the Preface 
to the first edition was dated August, 1902. The book was a political tract 
for the time. The war had been supported by one section of the Liberal 
party, then in opposition, and bitterly opposed by another. Hobson was a 
wholehearted adherent of the latter, and his book was addressed more espe- 
cially to the other section, the Liberal Imperialists, of whom Asquith, Grey 
and Haldane were the leading spirits. 

The Liberals had met with defeat at the election of 1900, and their pros- 
pects seemed to be clouded by disunion. 

Hobson's case against Imperialism was so shaped as to appeal to the 
liberals of the time. The liberals aspired to be the champions of democracy 
against the power of wealth, and he attributed the policy of dominating 
subject races to the influence of wealthy interests behind the government, 
particularly that of promoters of capital enterprises for the exploitation of 
oversea territories. 

The liberals were by tradition and conviction opponents of militarism. 
Peace and the restriction of the cost of armaments held a prominent place 
in liberal policy. Hobson contended that if there was any danger of Great 
Britain being involved in war, the international jealousies and antagonisms 
aroused by Imperialism were the cause, and Imperialism was therefore re- 
sponsible for the growing expenditure on armaiments. 

Above all, liberals were devoted to free trade, and Hobson contended that 
“Imperialism repudiates Free Trade, and rests upon an economic basis of 
Protection. Just in so far as an Imperialist is logical does he become an open 
and avowed Protectionist” (p. 67). 

The essential principles of liberalism were democracy and personal free- 
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dom. Some people, Hobson wrote, believe “that we are gradually moulding 
the British Empire into a set of substantially self-governing States” (p. 
115). But it was a “great and demonstrable delusion” to suppose that those 
administering the Empire “either believe that the populations which they 
rule are capable of being trained for effective free self-government, or are 
the near or remote future” (p. 119). 

As to personal freedom, Hobson laid grest stress on the scandals of forced 
labour and exploitation. He had little to say of the benefits of an impartially 
enforced legal and judicia] system. In reference to India, he even went so 
far as to quote with approval Meredith Townsend’s statement, ‘personal 
liberty, religious liberty, perfect security---these things the Empire gives; but 
then are these so valued as to overcome the inherent and incurable dull dis- 
taste felt by the brown men to the white men who give them?” (p. 29). 

The crying defect of the British government of India was the social colour 
bar, a “psychical chasm,” the inability of the “small white garrison . . . to 
enter into really vital sympathy with members of ae inferior race’”’ (p. 
302). 

Power corrupts. The Great Powers had assumed the government of de- 
pendencies all over the world by the exercise of superior force, and the con- 
sciousness of this inspired the arrogance of so many of those who exercised 
the responsibilities of garrison and government. Hobson made out a powerful 
case against Imperialism as practised at the end of the nineteenth century. 
Undoubtedly the powers of government had in most instances been assumed 
in order to support economic exploitation. Yet the value of orderly government 
and impartial administration of justice was very great to communities la- 
mentably incapable of providing these benefits for themselves. 

Hobson was too fair-minded and too enlightened to shut his eyes to the 
need for some interference in the affairs of primitive communities. “It is idle 
to consider as a general principle the attitude of mere laissez faire. It is not 
only impracticable in view of the actual forces which move politics, but it is 
ethically indefensible in the last resort” (p. 225). 

Interference with the government of a lower race should be in the interest 
not of the interfering nation, but on the one hand of “the safety and progress 
of the civilisation of the world” and on the other of “an improvement and 
elevation of the character of the people who are brought under this control.” 

And compliance with these conditions should be the concern of “some 
organised representation of civilised humanity” (p. 232). 

The present issue of Hobson's work is not a new edition but a reprint, 
It has not been re-edited. Nevertheless, the introduction which Hobson wrote 
for the edition of 1938 has been omitted. The reader is left in ignorance of 
Hobson's views of why a new edition was desirable at that time, and of how 
the events of the preceding thirty years had affected his attitude. It may be 
that this introduction was thought to partake too much of the Marxist ap- 
proach to Imperialism. But it ought not simply to have been ignored. Some- 
one ought to have taken the responsibility of explaining why a reprint has 
been issued without it, and also of giving some indication of how a new 
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edition came to be decided on in 1938 and what Hobson’s attitude then was 
to a world so very different from that of a generation earlier. 


R. G, Hawtrey 
London, England 


Gresham on Foreign Exchange. By Raymonp ve Roover. (Cambridge: 
Harvard University Press. 1949. Pp. xiv, 348. $6.00.) 

What started out to be an introductory essay to an Elizabethan manu- 
script “for the understanding of the exchange” became a book-length dis- 
cussion of the intricacies of the money market in the sixteenth century. The 
study, in five chapters, proceeds from a consideration of the authorship of 
the manuscript to monetary policy, the theory of foreign exchange, the 
exchange controversy of the period, and an appraisal of Sir Thomas Gresh- 
am’s thought. 

After intensive effort to identify the writer of a manuscript bearing the 
date 1578 and the signature of John Dee, Queen Elizabeth's astrologer, Pro- 
fessor de Roover reaches the conclusion that John Dee was the owner of 
the document and the presumable author was Sir Thomas Gresham, who 
served as royal factor under Queen Elizabeth until 1574. The organization of 
Professor de Roover’s discussion parallels that of the manuscript, Gresham's 
Memorandum. After indicating Gresham’s thought on a particular phase of 
the subject, the author provides pertinent historical factors, and compares 
related comments of early mercantilists. 

Gresham was opposed to debasement and desired a sound, stable currency. 
In amplifying this position, the author delineates the steps in the great de- 
basement of Henry VIII and Edward VI, and describes Elizabeth's re- 
coinage. He does not believe that the statement now known as Gresham's 
Law-—bad money drives out good—-was formulated by Sir Thomas. Gresham 
showed, rather, that even if bad money is overvalued, it will not drive out 
better coins if not issued in excess of trade needs. 

Several Royal Commissions on the Exchanges, the first in 1564, were ap- 
pointed to study exchange abuses, prepare a report, and propose solutions. 
The discussion of these proposals led to a foreign exchange controversy. The 
Memorandum supplied the participants with material for debate, particularly 
on methods of exchange control. Gresham was opposed to a rigid system of 
control, and favored modifying the exchange rate through manipulation of 
the money market. He suggested that a sum of £10,000 st. be placed at 
the disposal of the Queen’s factor in Antwerp to buy bills on London if 
so many bills were offered that the exchange fell, and to sell bills on London 
to counteract a contrary situation. His proposal for the creation of a stzbili- 
zation fund was never 

Although Gresham considered some of the separate elements necessary for 
the development of an integrated theory of foreign trade, he failed to pro- 
duce such a theory. Ideas were not skillfully expressed in the Memorandum, 
and the style was rather awkward, in the opinion of Professor de Roover. 
Gresham’s stabilization proposal was more adequately presented by others 
in a Royal Commission report than in the Memorandum. But the suggestion 
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for a government fund with which to operate in the foreign exchange market 
foreshadowed practices employed by several nations after 1930. Apparently 
Gresham was more capable as a man of action than as a theorist or writer. 

The text of the Memorendum, with facsimiles of some pages is reproduced 
at the conclusion of the book, together with a short appendix and a bibliog- 
raphy. The footnotes are very adequate. There are a few scattered sum- 
maries, but the reader might be aided considerably by regularly placed sum- 
maries, giving a definite finish to each major section. 

Dr. de Roover has written a scholarly book about a fascinating era in 
world finance. He is well prepared to undertake this study. He had practical 
commercial experience in banking and in shipping accounts while in his na- 
tive Belgium. Upon coming to the United States for additional academic 
training, he completed two books— Money, Banking and Credit in Mediaeval 
Bruges and the Medici Bank—in fields which increase his perspective for 
interpreting Gresham's Memorandum. He has written several articles on re- 
lated subjects. 

The author's careful perusal of matters related to the Memorandum en- 
ables him to cast additional light on the writings of men such as Gerard de 
Malynes, Edward Misselden,.and Thomas Mun. This study shows that the 
path leading from early mercantilism to the theories of the neoclassical and 
mutual interdependence schools is a long one. The work contains a judicious 
fusing of theory and practice. The type of analysis utilized produces a book 


valuable for the historian and political scientist as well as the economist. 
Grace BECKETT 


University of Illinois 


Business Administration 
Manufacturing Business. By P. W. S. ANprews. With a Preface by Sir 
Henry Chay. (London: acmillan. 1949. Pp. xviii, 308. $3.75.) 

The impact of a book on a reviewer depends, I suppose, on the state of 
his own knowledge and interests and the extent to which he feels it adds to 
the existing literature. 

Two difficulties in assessing the contribution of Manufacturing Business 
are that it is written primarily with British readers in mind and that it is 
not quite clear to what degree it was designed as a textbook. 

According to the jacket, the author, a fellow of Nuffield College, Oxford, 
“has had considerable experience of the practical investigation of individual 
businesses in a wide variety of industries. These studies have led to a pro- 
gressive dissatisfaction with the modern theory of business, with its stress 
upon the restrictive effect of ‘monopolistic’ elements in business life. What 
began as a critique of that theory has finally led to this consistent and 
positive account of the pattern of thought which is believed to be most use- 
ful in the approach to business problems. The discussion has been kept 
largely in terms of the concepts used in ordinary business life.” 

Andrews in his introduction adds: ‘During the last twenty years we have 
indeed wandered far from the viewpoint of Alfred Marshall, and I should 
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like to suggest the need for a re-appraisal of his great achievement as a prac- 
tical theorist. . . . It seems possible that we modern economists have been 
far too much concerned to give a consistent Marshallian theory, and have 
tried too much to explain Marshall in a higher critical way than to achieve 
a better description of the facts of industrial economics” (p. xvii). 

He then proceeds to analyze manufacturing business by discussing “The 
Forms of Business Ownership,” “The Reckoning of Business Income,” 
“Costs of Production,” “Markets and Prices,” and “The Theory of Business 
Activity.” 

Much of this material is on an elementary level for the individual who is 
steeped in the facts of modern business life. The discussion is kept as general 
as possible and there is a minimum either of case material or reference to 
other studies of business behavior. But Mr. Andrews obviously knows a great 
deal about British business practices and shows considerable insight in his 
treatment. 

To this reader, the most interesting chapter is on “Costs of Production: 
The Effects of Changing Organization.” Andrews is concerned, like many 
others today, with the strength of the prejudice against bigness as such, 
which is part and parcel of our anti-monopoly attitudes. Conceding that a 
concern may tend to decrease in efficiency as it increases in size, he counters 
with the idea that business has developed and is still developing techniques 
of management which extend “the capacity of the businessman” (p. 130). It 
is necessary therefore “to think in terms of /evels of management, each with 
its appropriate kind of management technique, and each management tech- 
nique should be considered as applicable to a range of output” (p. 131). 
Within the range of scale covered by a given management technique, the 
actual costs of management will tend to fall as size increases. And even 
though managerial costs probably rise absolutely between the different levels 
of management, this is offset by the fact that technical economies tend to 
increase absolutely (but not relatively) the larger the business becomes. 

Personally, I should like to have seen a more complete discussion of the 
nature of the technical economies which can be achieved as companies grow 
from one size-group to another. Mr. Andrews makes some references to in- 
dustrial research, but by and large his analysis remains Marshallian rather 
than Schumpeterian, with the main focus on cost and price rather than on 
innovation. In fact, I don’t believe the words innovation or entrepreneur 
are used in the book: an interesting commentary on the current state of 
“economics-of-the-firm” in England. 

Though Andrews is anxious to explain that his treatise is primarily theo- 
retical and not concerned with political polemics, he does not attempt to 
conceal a bias in favor of the existing structure of business with its emphasis 
on large-scale enterprise. And while he lays appropriate stress on the im- 
portance of smal! new businesses and on the need for venture capital to 
support them, he is inclined to think that the problem of entry is primarily 
financial. “There is a gap,” he writes, “in the facilities offered by the English 
capital market” for small concerns, though this has been partially filled 
recently by such private finance companies as the “Charterhouse Trust” and 
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the government sponsored “Industrial and Commercial Finance Corpora- 
tion” (pp. 243-45), But he rests his main hope for the future of small enter- 
prise on a change in tax policy whereby undistributed profits of private 
companies would be “totally exempt from income taxation” to permit rapid 
growth from 

The notion that a large established company may be slow to exploit new 
opportunities does not give him concern. “In any line of industry,” he de- 
clares, “the big business which can get finance will usually be looking around 
for new products which it could profitably add to its lists, and will be quite 
prepared to take up any line which seems likely to yield it a fair margin” 
(p. 172). Patents are seen primarily as giving a temporary advantage, but 
stress is laid on the fact that they run out. And the building up of a com- 
petitive advantage through creating a differentiated product by advertising 
is played down on the theory that other people can advertise also. 

Yet I think we have to take the monopoly problem more seriously, though 
not nearly so much so as Corwin Edwards has urged in a book with a very 
different political slant--Maintaining Competition (McGraw-Hill, 1949). It 
is not my experience (in studies of the electrical, paper, glass and building 
material industries, for example) that large-scale enterprise “will be quite 
prepared to take up any line which seems likely to yield it a fair margin.” 
This is an instance in which I wish Mr. Andrews had been less interested 
in generalization and had backed his position up with more reference to 
actual cases. So also, in a volume on modern manufacturing business, I think 
he gives far too little attention to the patent problem. Patents run out as he 
says, but a vigorous research group and a strong patent department can 
blanket large sections of on art for long periods of time. 

Nevertheless, I think Mr. Andrews is essentially correct in outlining a 
theory of behavior of individual business which preserves much of the classi- 
cal emphasis. And he has done this with clarity and distinction, adding con- 
siderably to the work of Marshall and McGregor to whom the book is dedi- 
cated. 

W. Rupert MACLAvuRIN 


Massachusetts Institute of Technology 


Public Utilities; Transportation; Communications 
British Broadcasting—A Study in Monopoly. By R. H. Coase. (Cambridge: 
Harvard University Press, for the London School of Economics and 
Political Science. 1950. Pp. ix, 206. $2.75.) 

This short but excellent survey of the monopolistic British broadcasting 
industry by R. H. Coase, reader on economics at the University of London, 
will be of considerable interest to those who are interested in the problems 
of American broadcasting. It is also quite timely in England as the license 
of the British Broadcasting Corporation expires at the end of 1951. 


*See. for example, my Invention and Innovation im the Radio Industry (Macmillan, 
1949) in which it is shown why and how companies, as they grow, tend to develop fields 
of special interest in which very promising new lines are quite often not explored. 


a survey of public opinion. The acceptability of the BBC 
sonal and fortuitous factors including the high regard of the public for Lord 
Reith, Director General of the Corporation, the influence of the Post Office 
Department, and the opposition of the British press to a competitive system 
that would presumably be financed through advertising 

nopoly is technically necessary by limitations imposed by spectrum is de- 
clared to be incorrect, the financial argument is called unproven and the 
efficiency argument is found inconclusive. These arguments are ancillary to 
the main argument that a monopoly is necessary to maintain a balanced 
program of high cultural quality. The assumptions of this argument are 
characterized as those of a totalitarian philosophy. Coase makes a further 
and main point that the arguments for competition have never been given 
a hearing. 

The author draws heavily upon official reports and “letters to the Times.” 
One could have wished that he had relied less heavily on argument and 
opinion, no matter how authoritative, and more on whatever evidence ex- 
perience afforded. After all, the denial of the air to Winston Churchill before 
World War II is a cogent fact and one difficult to dismiss, as the author 
rightly recognizes. 

The American reader cannot escape making deadly comparisons with the 
American system which James L. Fly, borrowing a simile from John Ran- 
dolph, likened to a dead mackerel in the moonlight “that both shines and 
stinks.” The discussion of the BBC’s preoccupation with the cultural content 
of the programs, as well as of its stately indifference to what the public 
might want, would make strange reading to an American broadcasting execu- 
tive. Even British opinion for competition draws back from citing the Ameri- 
can system as evidence. On the contrary, such words as “horror” occasjonal- 
ly creep in. The reviewer took pleasure in noting some opinion in favor of 
competing government and private systems, a policy he has advocated else- 
where. Coase modestly avoids any attempt to suggest an institutional system 
to replace the existing one. This is unfortunate, for he appears well equipped 
to project the study beyond the limits he set for himself. Within the limits 
of his objectives, his book is a competent and valuable one and particularly 
worthy of study on this side of the Atlantic. 

E. W. CLemens 


University of Maryland 


Land Economics; Agricultural Economics; Economic Geography 

The Impact of Federal Policies on the Economy of the South, By Carvin B. 
Hoover and B. U. Ratcurorp. A Report of the Joint Committee on 
The Economic Report. (Washington, D.C.: Supt. Docs. 1949. Pp. xi, 
92. 25c.) 
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The book is divided into three sections, the first dealing with the institu- 

tional origin of the unique British system, the second with the competition 

offered by wire relay services and by foreign commercial broadcasting, and 


972 THE AMERICAN ECONOMIC REVIEW 


Why Industry Moves South. By Gtenn E. MCLAUGHLIN and Steran Ro- 
nock. (Washington. D.C.: National Planning Association. 1949. Pp. xxi, 
148. $3.00.) 


State Planning and Economic Development in the South. By Atpext Lepaw- 
sky. (Washington, D.C.: National Planning Association. 1949. Pp. xvi, 
193. $3.00.) 

Whether as Land of Promise or as the “Nation’s Number One Economic 
Problem,” the South for the past twenty or twenty-five years has been some- 
thing of an obsession with a great many social scientists, politicians, and 
businessmen, Nearly everyone has sooner or later taken a hand in the busi- 
ness of impaling the South upon a pin and critically examining its deficiencies 
and its potentialities. For those who still believe that the South constitutes 
a unique problem in regional economic development, the three volumes under 
review will prove informative and enlightening. 

All three studies are marked by a high degree of objectivity. They are not 
blurred by the emotionalism that too often suffuses discussions of Southern 
problems. On the contrary, they constitute a careful and unbiased account 
of the South’s present economic position; of the conditions that have served 
to retard its economic development; of the conditions upon which further 
economic progress is contingent; of the reasons for the progress that has 
already occurred; and of what the South is doing to facilitate its own progress. 
The authors are all men of the highest professional competence in the specific 
fields with which they deal and, in addition, have had long and intimate 
acquaintance with the special problems with which they are concerned. All 
of these studies have emanated from the Committee of the South of the 
National Planning Association. The first of them, however, the study by 
Professors Hoover and Ratchford on the impact of federal policies on the 
economy of the South, has the distinction of having been prepared for use 
hy the Joint Committee on the Economic Report as one of its reports to the 
Congress of the United States. 

The Hoover-Ratchford study presents in brief compass a wealth of figures 
and facts depicting the economic position of the South. The picture that 
emerges is the familiar one of a region characterized by a lag in economic 
development behind that achieved by the nation as a whole, a lag that is 
reflected in low per capita wealth and income. 

Instead of attributing this relatively unfavorable position to any of the 
usual scapegoats the protective tariff, absentee ownership, differential freight 
rates, low wages, and the like-—the authors show by meticulous analysis that 
these things are of but minor importance and that the really causative factors 
have been the low ratio of capital and natural resources to population; the 
marginal nature of many of the region’s natural resources; and the unde- 
veloped state of others. Economic progress in the South is held to be con- 
tingent upon increased productivity both in agriculture and in industry— 
producing things of greater value than heretofore. In agriculture, this means 
a continuation of the present trend to greater diversification, larger farms, 
and reduced pressure of population on the land. Along with this, there must 
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come about an expansion of industry to absorb population released from 
the land. For both of these to occur there must be improvement and develop- 
ment of existing natural resources. All of these require a large influx of capital 
from the outside as well as making available the savings and capital accumu- 
lation of the region itself. Above all, they depend upon a healthy state of 
the general economy of the nation. 

Substantial though modest progress has been and is being made in all 
these directions, helped in part by federal policies but coming about largely 
because of forces inherent in a free enterprise economy. The areas in which 
the federal government can best facilitate the economic development of the 
South are the conservation and development of certain natural resources, and 
assistance in raising the educational level. An agricultural support program 
that would do less violence to the working of the price system than the one 
now being followed, and which would neither encourage the production of 
surpluses nor subsidize their export, would be of long-run benefit to the 
South as well as to the nation as a whole. 

In general, the recommendations of this report are for federal policies that 
will merely facilitate and accelerate the progressive trends and tendencies 
already present. In the words of the authors “. . . the South should not— 
and generally does not—expect special treatment from the Federal Govern- 
ment. The South as a region cannot expect to benefit from Federal policies 
planned with a sectional bias. The Federal Government should orient its 
political and economic policies in the interests of the whole Nation. Southern 
workers and management, in agriculture, in industry, and in commerce, must 
do the rest.” 

The industrialization that Hoover and Ratchford have emphasized is the 
subject with which the McLaughlin and Robock study is concerned. The 
specific question to which the authors address themselves is, Why does in- 
dustry move South? The conclusions are the result of a study of some eighty- 
eight industrial case histories. In spite of a somewhat academic discussion 
of the conditions that cause industries to be oriented towards their markets, 
their raw materials, their labor supply, or some combination of these with 
respect to their location, this study, by its analysis and classification of all 
relevant factors should prove helpful to industries seeking location as 
well as to communities seeking industries that will fit into their particular 
economic contexts. The concrete examples scattered throughout the book to 
illustrate the factors that have governed specific industries in choosing South- 
ern locations are especially interesting and significant. 

Three conclusions of particular interest to this reviewer emerge from this 
‘study. The first of these is that the growth of industry in the South is coming 
about to a large extent through the location in this region of branch plants 
of national concerns. As the authors state, most of their interviewing had to 
be done outside the South. This reinforces the contention of Hoover and 
Ratchford that the influx of capital that the South needs must for some time 
come from outside the region. 

Another conclusion is that the growth of industry in the South has been 
at the expense of other regions only to a minor extent. It has, for the most 
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part, occurred on the basis of intrinsic advantages possessed by the South- 
ern location. 

A third conclusion is that local subsidization of industry and special in- 
ducement have played a very small part in the South’s industrial growth 
and in many cases have really been unnecessary. Many Southern com- 
munities have hurt rather than benefited themselves by attracting industries 
that required a subsidy to bring them in. Certainly where subsidies were not 
necessary they have penalized themselves by such works of supererogation. 
Communities can apparently do best by themselves by carefully analyzing 
their local resources and capabilities and by bringing the pertinent facts 
to the attention only of those industries whose economic requirements fit 
the local situation. 

How this is being done by the South at the State level is the subject of 
Professor Lepawsky’s study of State planning and development agencies. 
State planning received its greatest impetus from the organization in the 
nineteen thirties of the National Resources Board that endeavored to stimu- 
late and cultivate state planning within the broad framework of federal 
programs. Before that, only New York, New Jersey, Wisconsin, and Illinois 
had state agencies performing any such function. By 1936, however, all 
forty-eight states had planning agencies of one kind or another. In the South, 
an additional impetus to planning was given by the operations of the Ten- 
nessee Valley Authority. 

Existing as they do under state auspices, these agencies, as might be ex- 
pected, vary widely with respect to their statutory powers and functions, in 
the degree to which they are supported financially, and in the relative em- 
phasis that is given to planning and to developmental work in their day-to- 
day operation. This could not help but be the case, given the vagueness of 
definition inherent in the terms “planning” and “development” and the in- 
evitable overlapping of these functions in practice, together with the varying 
legislative intentions in setting up these bodies and the personal socio- 
philosophical animus of administrators. Professor Lepawsky has performed 
a kind of tour de force in tracing the kaleidoscopic development of these state 
planning bodies and in imposing some kind of order upon a confused mass of 
material embodying the current operating and administrative aspects of their 
work. 

The author notes a tendency for “development” to overshadow “planning”’ 
in the evolution of this state function but points out that some of the most 
dramatic achievements of these agencies in the field of development have 
resulted from the translation into visible form of research carried out in an 
earlier phase when planning received greater emphasis. Although he pays 
tribute to their accomplishments, Professor Lepawsky seems wisely to have 
eschewed passing any blanket judgment on the work of the state planning 
agencies. Perhaps their chief significance lies in the mere fact that they 
exist and work according to the best light they have. In doing so, they are 
a symbol of the South’s eagerness and ability to participate in the shaping 
of its own economic future. 

L. RAUBER 

Atlanta, Georgia 
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From the Wagner Act to Tajt-Hartley: A Study of National Labor Policy 
and Labor Relations. By Harry A. Mituts and Emmy Ciark Brown. 
(Chicago: University of Chicago Press. 1950. Pp. x, 724. $8.50.) 

During his lifetime Harry A. Millis made a remarkable contribution to 
the understanding of industrial relations, as teacher, writer, arbitrator, and 
chairman of the National Labor Relations Board. He spent his final years 
working on his volume in collaboration with Emily Clark Brown, of Vassar, 
who had served the Board as operating analyst. This volume, which reflects 
so much of Dr. Millis’ rich practical experience and balanced judgment, 
should prove of enormous value to students of industrial relations generally 
and of governmental labor policy in particular. 

The authors defend both the Wagner Act and its administration, while 
recognizing inadequacies in the former and deficiencies in the latter. Dr. 
Brown distinguishes among the phases in the history of the National Labor 
Relations Board, criticizing the first or Madden Board for weaknesses in 
administration and the final or Herzog Board for political-mindedness, legal- 
ism in interpretation, and conservatism in enforcing the Act. The period of 
soundest administration, she finds, was in the Millis-Leiserson phase, a judg- 
ment with which this reviewer is in complete agreement. She also points out 
that the Board's record in obtaining court enforcement of its orders was 
remarkable, considering how new and controversial was the law that it 
administered. 

She criticizes Board policy, particularly in the later years, for removing 
foremen from the protection of the Act, unduly limiting the right to strike, 
permitting too great freedom of speech to employers, and unnecessarily en- 
couraging use of the Board’s certification machinery. In earlier periods, she 
believes, the Board was too slow to recognize the independence of a union 
which started as a successor to a company-dominated organization; it held 
that contracts barred a new election even when the old union no longer func- 
tioned; it held craft groups within industrial units too rigidly for a time 
and let them split off too readily in a later period. At all times administra- 
tion of the Act was hampered by delay, often due to inadequate appropria- 
tions, so that the democratic rights sought to be safeguarded under the Act 
were never fully protected. 

The Act and its administration broke down in certain important cases, 
among them Thompson Products, Weirton Steel, and the California can- 
neries, in the face of determined opposition by employers or unions. Amend- 
ments were needed, Dr. Brown argues, to protect non-coercive speech of em- 
ployers, to expand the right of employers to petition for elections, to require 
the union as well as the employer to bargain in good faith, to hold unions 
as well as employers liable in dual union discharge cases, and to make unions 
guilty of unfair labor practices and subject to injunction proceedings when 
they tried to induce employers to violate the union recognition provisions 
of the Act. Had the Board courageously and quickly sought the enactment 
of amendments such as these, which would have eliminated abuses without 
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weakening the protection of labor’s legitimate rights, Taft-Hartley might 
never have been enacted. 

The volume carefully documents the changes in the climate of opinion 
that culminated in the replacement of the Wagner Act by Taft-Hartley. 
Seymour Z. Mann has contributed to the volume an analysis and appraisal 
of the large number of bills relating to national labor policy that were intro- 
duced in Congress between 1937 and 1947, and traced in detail the legisla- 
tive history of the Taft-Hartley Act. He is critical of Congress for the in- 
adequacy of its debates, and for failing to undertake “any systematic, non- 
political study or investigation . . . before it acted on many complex and 
technical matters about which it had relatively little accurate information.” 

Dr. Millis’ analysis of the complicated and controversial Taft-Hartley Act 
is careful and detailed. Section by section he examines the changes it made in 
our basic labor law, the ways in which it differed from the Wagner Act, and 
its effect on industrial relations. He argues that Taft-Hartley is “too much 
a technical lawyer’s act, . . . too little a product of men who know what 
makes the wheels go around in industry . . . Tait-Hartley was not a ‘slave 
labor law,’ but it was too much a strait-jacket, a strait-jacket which, we 
believe, proved a misfit at many points.” He finds it unduly complex, un- 
clear at many points, an administrative hodgepodge, and a bungling attempt 
to deal with difficult problems. 

The major changes that Taft-Hartley made in the law, Dr. Millis believes, 
may be grouped into four major categories. The first includes a few needed 
changes in equalizing the Wagner Act and restraining certain unjustifiable 
practices of unions, such as coercion of employers or employees by minority 
unions, obtaining closed shop contracts by collusion, use of strikes or boy- 
cotts to further jurisdictional disputes, cases of extortion or “featherbedding,” 
and refusals to bargain. The second category consists of provisions which 
give an appearance of fairness, though the case for them is more doubtful. 
Here he puts the free-speech amendment, though this went too far in the 
direction of coercion; petitions by employers or by employees dissatisfied 
with their bargaining agent; union shop elections; equal treatment of un- 
affiliated and affiliated unions; and the requirements for 60-day notice and 
for filing union financial and other documents. Had the Taft-Hartley Act 
stopped here, Dr. Millis would have considered it an improvement over the 
Wagner Act. 

Third, there is a set of detailed provisions which upset established prac- 
tices, promote conflict and litigation, and cause difficulty in bargaining and 
in administration. These provisions include, among others, the outlawing of 
the closed shop and with it the hiring hall; the encouragement of damage 
suits; too great concern for protection of the right to refrain from collective 
activities; the encouragement to crafts to break up established bargaining 
units, and to complying unions to raid the non-complying ones; and the 
drastic changes in the administration of the Act, notably the bifurcation of 
the N.L.R.B. into the Board and the General Counsel and his staff. 

Finally, there is a long list of provisions which are unfair to unions, which 
reflect distrust of collective bargaining and exaggerated interest in dissenting 
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groups and non-union workers, and which give powerful weapons to em- 
ployers who wish to fight unions. Among such provisions are the free-speech 
amendment; the sweeping and poorly defined provisions as to unfair labor 
practices of unions and their agents; the provision for mandatory injunctions 
against unions in certain cases, together with priority of handling; the in- 
creased use of injunctions in labor disputes; the loss by replaced strikers of 
eligibility to vote; the national emergency provisions, with pressure against 
unions but not against employers; and the ban on expenditures and contribu- 
tions by unions in national elections. These provisions, Dr. Millis points out, 
have their greatest effect, not on strong unions which might abuse their power, 
but on weak unions facing powerful employers. 

The portion of the volume dealing with the Wagner Act is an excellent 
analysis and appraisal of a phase of our national labor policy that had just 
ended when the work was done. The part on Taft-Hartley, by way of con- 
trast, was written largely during the first year of a highly complex piece of 
legislation, when decisions were still lacking on many crucial provisions of 
the Act, and while the pipelines were slowly filling with cases whose deter- 
mination, by the Board and by the courts, would provide definitive answers to 
questions about which Dr. Millis could only speculate. Whether or not his 
forecasts were accurate, only time could tell; but clearly there are few, if any, 
persons in the country whose judgments on the issues treated in the book 
deserve more careful reading. 

Jor. SEipMAN 

University of Chicago 


Heritage of Conflict. By Vernon H. Jensen. (Ithaca: Cornell University 
Press. 1950. Pp. xii, 495. $4.75.) 

More illuminating than the title of this book is the subtitle: “Labor Rela- 
tions in the Nonferrous Metals Industry up to 1930.” It is a history of the 
growth of the Industrial Workers of the World, the Western Federation of 
Miners, the International Union of Mine, Mill, and Smelter Workers, and 
of lesser unions in the metal mining camps of the West. Dr. Jensen, who 
knows his West, deserves great praise for digging out and assembling a vast 
amount of important information not hitherto available. The records of those 
turbulent times are often scanty and more often inaccurate, since men of 
violent action are seldom keepers of records, and since the local press of the 
day was usually biased and fond of rumor-mongering. Through the great 
maze of gossip and lies, Dr. Jensen has carefully felt his way and, with fine 
scholarship, has recorded the truth and the lack of truth as he found them. 
He undertook a monumental task, and achieved it in great detail. 

Whereas the subject matter of the book is of a high order, the manner of 
presentation leaves much to be desired. As the title implies, the author sets 
out to prove a point—that the heritage of conflict is conflict. “Belligerent 
and short-sighted conduct is a prolific breeder of fear and hate” (p. viii). 
The main theme of the book is that the mine operators brought most of their 
labor troubles upon themselves. This fact is well supported by the facts 
which Dr. Jensen assembles. But while the development of the history sup- 
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ports the theme, the development of the theme sometimes confuses the his- 
tory. The author would have written a better book if, instead of belaboring 
the rather obvious theme, he had written a straightforward history and let 
the theme take care of itself. Adherence to the theme got him into some his- 
toriographical troubles. For example, he never solved the problem of jump- 
ing from place to place and from time to time. On page 100, he refers the 
reader to a discussion on page 292. On page 350, he refers the reader to page 
402. In each case, what is read in the first instance is not clear until the 
reader jumps ahead and reads the later material. Again, insufficient informa- 
tion about the political and industrial background of the states involved is 
given. For example, when dealing with events in Butte, there are numerous 
references to ‘the wars of the copper kings,” but there is no adequate de- 
scription of the background of these wars or of their significance to the 
whole picture. 

In some instances Dr. Jensen’s method results in making it difficult for a 
reader to “keep his unions straight.” As an illustration, he permits the 
IUMMSW to creep into his narrative unannounced. Its early organization 
is mentioned but is not identified by name. Gradually it comes to be referred 
to as “the International.” Only after it has appeared in several chapters is its 
name divulged. Indeed, the author’s problem of dealing with many unions 
is a difficult one, but this fact requires that especial care be taken to identify 
clearly each organization as it appears. This is particularly true beca. + so 
much of the book is concerned with the conflict between the leaders of the 
different unions. 

Nowhere in the book is there reference to the legend of Joe Hili. The 
fact that he became a mythological character shouldn't exclude him from 
an account of the 1.W.W., since mythology was such an important force in 
that organization. Surely he deserves as much space as Frank Little. 

Most of the book is written in good, straightforward English. But there 
were times in the writing of it when the author apparently suffered from 
moods of eloquence. Such moods are manifested in florid clichés, such as 
“bowels of the earth,” “horny-handed miners,” “the rough edges of anger cut 
into the gaping wounds which festered and never healed,” and “the heroic 
men of the W.F.M. who valiantly fought shoulder to shoulder.” Adjectives 
have gone wild on pages 187-88, when, all in one paragraph, we read of “‘fiery, 
impetuous, hotheaded Al Ryan . . . scholarly, profound, and rational Percy 
Rawling . . . shrewd, fearless, and zealous St. John . . . big, two-fisted, 
ambitious Charlie Mahoney . . . conservative, staid John McMullen. . . 
mild, but eminently fair, William Davidson.” One wonders what the author 
had against the last two, that he gave them only two adjectives each. Flam- 
boyant English creates a delightfully mixed metaphor on page 372: ‘This 
was the first gun in a ‘new blood’ movement (in the W.F.M.).” 

In spite of these criticisms, this book is fundamentally sound and valuable. 
It is a necessary addition to any library on the history of the American 
labor movement. Also, the format and typography are good. Dr. Jensen 
hints that there will someday be a second volume dealing with the years 
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since 1930. It is hoped that the second volume will be written and pub- 
lished. 
Wituiam S. Horxins 
University of Washington 


Labour. By P. SarGant Florence. (New York: Longmans, Green. London: 
Hutchinson's University Library. 1950. Pp. viii, 230. $1.60.) 

This modest sized textbook is one of a series of educational books designed 
for the general reader and especially for adult educational classes in Great 
Britain. Its timeliness and uniqueness lie in its emphasis upon the problems 
of obtaining labor efficiency under a government policy of full employment 
where the factor of labor selectivity is minimized. Discussions of various 
theories of wages and the development of organized labor, which comprise 
important parts of most American labor problems textbooks, are not stressed; 
" instead, the discussion is focused on the practical aspects of how to attain 
optimum labor mobility and efficiency under Britain’s present full employ- 
ment and social insurance policy. 

The author states the problem thus: “Inefficient employment of labour . . . 
is largely a failure to obtain the full willingness and capacity of labour. Full 
demand is not met, because all labour employed is not stimulated to produce 
adequately, and some labour is not stimulated to move where work is re- 
quired. . . . Fear of unemployment . . . will slow down willingness to pro- 
duce... ; unemployment itself will cause inefficiency in future employment 
by reducing income and lowering nutrition and working capacity. On the 
other hand, fear of unemployment has proved an incentive, reducing labour 
turnover and absence—an incentive which the guarantee of full employment 
may remove. Unemployment, again, . . . has been considered a stimulus for 
workers to move on to other industries where products and services are in 
greater demand. . . . There must be some kind of harnessing and un- 
harnessing of workers in accordance with community needs, and methods 
of stimulating work when and where it is required most” (pp. 22, 23). 

Introductory chapters include statistical and other factua] data on man- 
power, its present allocation among the various industries and occupations, 
its qualitative differences and means for measuring fatigue and efficiency. 
Part II considers the conditions making for efficiency in employment, includ- 
ing optimum hours and speed of work, physical conditions, social relation- 
ships and personnel administration, methods of wage payment, and voca- 
tional selection and training. The chapter “Social Relationships in Em- 
ployment,” which discusses workers’ reactions to the monotony and frustra- 
tions of present-day large-scale repetitive work, deals with aspects of the 
“labor problem” which are arousing increasing concern on the part of Ameri- 
can industrial sociologists and economists. Similar to the thinking in this 
country are the author’s proposed remedies—-wage incentives, rest periods, 
vocational selection, identification of interests between employer and em- 
ployees, democratic participation in — by workers, two-way in- 
formation, etc. 
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The third part of the book tackles the problem of unemployment. In the 
section on the réle of investment, the author follows the Keynesian analysis 
with considerable discussion to bring out the point that recourse must be had 
to public outlay for consumption and investment in capital equipment in 
order to avoid both trade cycles and declining trends. Unemployment repre- 
sents only one phase of inefficiency, however, and the final section of the book 
raises the question: Who is to be charged with the required alteration and 
control of conditions for attaining the maximum efficiency in employment 
in all its aspects? The laissez faire method has been abandoned because, in 
the author's words, it results only in “acute industrial misery” (p. 184) and 
control formerly exercised by employers alone now is shared by trade unions 
and the government. The function of trade unions, as summarized by Pro- 
fessor Florence, is confined to the traditional activities connected with bar- 
gaining over terms of employment. He does not envisage (or at least does 
not discuss) possibilities for expansion in union activities which in this coun- 
try is covered under the term union-management cooperation. Instead, Pro- 
fessor Florence closes his book with the succinct statement: “The key to 
social progess—the avoidance of unemployment and rising productivity 
per man and hence rising standards of living and amenities—lies today largely 
with the top management of big industrial enterprises whether cooperative or 
nationalized or centrolled by capital. It is a problem in practical political 
science to find the staffing procedure which will bring the more efficient and 


enterprising managers to the top.” 


FLORENCE PETERSON 
Bryn Mawr College 
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TITLES OF NEW BOOKS 


Economic Theory; General Economics 

Auten, R. G. D. Analyse mathématique et théorie économique. Translation of Math- 
ematical analysis for economists (London, 1942), by H. Bernard. (Paris: Presses Univ. 
de France, for l'Institut de Sci. Econ. Appliquée. 1950. Pp. $98.) 


Amauss, J. M. Economics. Industrial and business progress ser. (Chicago: Am. Technical 
Soc. 1950, Pp. 27.) 


Bartow, H. Le doctrine économique et sociale de Kari Marx. (Paris: Editions du Sueil. 
1950. Pp. 414.) 


Bernarvtno, A. L’opera di Luigi Einaudi. Saggio bibliografico. (Padua: Cedam. 1950. Pp. 
xvi, 174. 950 1.) 


Bovuutpinc, K. E. A reconstruction of economics. (New York: John Wiley. London: 
Chapman and Hall. 1950. Pp. xiii, 311. $4.50.) 
Barnxmann, C. Friedrich List. (Berlin: Duncker und Humblot. 1949. Pp. 359. DM 16.) 
Curuistenson, C. L., editor. Economic theory in review. (Bloomington: Indiana Univ. 
1950. Pp. 126. $1.50; cloth, $2.) 
Based on a series of lectures on the common theme of the development of economic 


theory, given at Indiana University in 1948-49 by J. S. Earley, L. H. Seltzer, K. E. 
Boulding, and A. G. Gruchy. 


Criemence, R. V., editor. Readings in economic analysis. Vol. 1, General theory. Vol. I, 
Prices and production. (Cambridge: Addison-Wesley Press. 1950. Pp. xi, 131; xi, 259.) 

Cosc1ant, C. Elementi di economia politica. 3rd ed. (Padua: Cedam. 1950. Pp. 370.) 

Cronm, Rev. J. F. Catholic social principles—the social teaching of the Catholic Church 


applied to American economic life. (Milwaukee: Bruce Publishing Co. 1950. Pp. xxviii, 
803. $6.) 


Dumontizr, J. Observation économique. (Paris: Presses Univ. de France. 1950. Pp. 248. 
SOO fr.) 


Ernaupt, L. Sciemsa economica ed economisti nel momento presente. (Turin: G. Giap- 
pichelli. 1950. Pp. 37.) 


Eng, S. Intermediate economic theory. (New York: Prentice-Hall. 1950. Pp. xx, 588.) 


Frvsacuer, J. F. The concept of ethics in the history of economics. (New York: Vantage 
Press. 1950. Pp. 469. $5.) 


Hartiey, R. W., with collaboration of Wolkind, E., and assisted by Hufschmidt, M., 
and Jaffe, S. America’s capital requirements——estimates for 1946-1960. (New York: 
Twentieth Century Fund. 1950, Pp. xvii, 244. $3.) 


Hosson, J. A. The science of wealth. Rev. by R. F. Harrod. Home univ. lib, 16. (New 
York : Oxford Univ. Press. 950. Pp. 224. $2.) 


Littte, I. M. D. A critique of welfare economics. (New York: Oxford Univ. Press. 1950. 
Pp. 275. $3.50.) 


McIsaac, A. M. Elements of economic analysis. (New York: Prentice-Hall. 1950. Pp. 
vii, 240. $2.25.) 


Morcan, T. Introduction to economics. (New York: Prentice-Hall. 1950. Pp. xxix, 857. 
$s.) 
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Movttom, H. G. with collaboration of F. Palmer. The dynamic economy—-a dialogue in 
play form. (Washington: Brookings Institution. 1950. Pp. vii, 238. $2.) 
A series of discussions of economic problems and prospects at intervals of 10 years 
from 1850, ending with a tabloid statement of the conditions of economic progress. 


Norpiw, J. A. and Sarena, V. Elementary economics. (New York: Prentice-Hall. 1950. 
Pp. xvi, 844. $4.50.) 
Sayer, A. H. and others. Economics in our democracy. (New York: Harper. 1950. Pp. 
687. $3.36.) 
A textbook for high school use. 
Torres, M. vz. Teoria de la politica social. (Madrid: Aguilar. Pp. xxiv, 314. 65 ptas.) 
Viner, F. Institusioni di economica. 2nd ed. (Bologna: Cesare Zuffi. 1950. Pp. 370.) 
Weasze, A. Hauptfragen der wirtschaftspolitih—abhandlungen, erinnerungen, erfahrungen. 
(Berlin : Duncker und Humblot. 1950. Pp. xi, 374. DM 15.) 


WutiaMs, Mas. G. R. The economics of everyday life. (Baltimore: Allen Lane. 1950. 
Pp. 248. 35c.) ; 


Economic History; National Economies 
Berrerneim, C. L'économie sovidtique. (Paris: Recueil Sirey. 1950. Pp. viii, 472. 1.600 fr.) 


Daumétn, E. Svensh industriel av den industriella 
utrechlingen 1919-1939. (Entrepreneurial activity in Swedish industry 1919-1939) 2 vols. 
With an English summary of 17 pages. (Stockholm: Swedish Institute for Indus. Re- 
search. 1950. Pp. 428.) 


Descartes, S. L. Financing economic development in Puerto Rico, 1941-1949. Prepared 


for a meeting of experts on financing economic development, Oct. 24-Nov. 2, 1949. (San 
Juan: Dept. of Finance, Govt. of Puerto Rico. 1950. Pp. 39.) 


James, P. E. Latin America. Rev. ed. (New York: Odyssey Press. 1950. Pp. xvi, 847. $6.) 


Karan, J. J. Economic stagnation in Italy? Yale Inst. of Internat. Stud., memo. no. 32. 
(New Haven: Yale Inst. of Internat. Stud. 1949. Pp. 30. 60c.) 


Manayan, Y. S. Industrialisation of Karnatek. (Hubli: Karnatak Chamber of Commerce. 
1950. Pp. 240. Rs. 3-4-0.) 


Tuorner, D. Prospects for economic development in southern Asia. Foreign policy repts., 
vol. 26, no. 3. (New York: Foreign Policy Assoc. 1950. Pp. 11. 25c.) 


Ursa, J. A. Economia de post-guerra y desempleo. (Havana: Junta Nacional de Eco- 
nomia. 1949. Pp. viii, 177) 

Wism, H. Society and thought in carly America—a social and intellectual history of the 
American people through 1865. Vol. 1. (New York: Longmans, Green. 1950. Pp. xii, 612. 
$4.75.) 

Vol. II, Society and thought in modern America, will be published in 1951. 

Zotora, X. The monetary problem and the Grech economy. (In Greek) 

This is the third volume in a series, Studies in Economic Analysis, published this 
year, The first was The interest rate in the foreign money market, by G. Chalkiopolou and 
the second, The tax burden in Greece, by I. Kouli. 


The Crechoslovak economic five-year plan. (Prague: Czechoslovak Ministry of Information 
and Public Culture. 1949. Pp. 66.) 

Economic survey of Denmark—national budget for 1950. Prepared by the Ministerial 
Committee for Economics and Supply. (Copenhagen: Danish Ministry for Foreign 
Affairs. 1050. Pp. 94.) 
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Economic survey of the middle east, Internat. Islamic Econ. Conference. (Karachi: Kita- 
bistan. 1950. Pp. 116.) 


Report of the Fiscal Commission 1949-50. Voi. L. (New Dethi: Govt. of India Press. 1950. 
Pp. 483. Rs. 4-4-0.) : 


Statistics and Econometrics 


Bruce, W. J., editor. World Statistical Congress. Proceedings of the International Sta- 
tistical Conferences. Vol. 11. (Lake Success: United Nations. 1949, Pp, 275.) 

Deminc, W. E. Some theory of sampling. (New York: John Wiley. London: Chapman 
and Hall. 1950, Pp. xvii, 602. $9.) 

Fisner, R. A. Contributions to mathematical statistics. (New York: John Wiley. London: 
Chapman and Hall. 1950. Pp. 650. $7.50.) 

A compilation of important papers of statistical research— written, prepared and anno- 

tated for statisticians and others interested in the theory and application of mathematical 
Statistics. 


Incmezr, F. R. Applied statistics. A series of lectures given in the Graduate School of the 
Univ. of Minnesota. (Minneapolis: Burgess Publishing Co. 1950. Pp. 159. $3.25.) 

G. Methodenichre der statistik. (Gittingen: Vandenhoeck und Ruprecht. 
1949. Pp. 210.) 

Neyman, J. First course in probability and statistics. (New York: Henry Holt. 1950. 
Pp. ix, 350. $3.50.) 

Statistical inference in dynamic economic models. By Cowles Commission research staff 
members, edited by T. C. Koopmans and with introduction by J. Marschak. (New 
York: John Wiley. London: Chapman and Hall. 1950. Pp. xiv, 438. $6.) 


Techniques of preparing major BLS statistics. Thirteen technical notes which first 
in the Monthly Labor Review between September 1949 and April 1950. Bull. No. 993. 
(Washington : Supt. of Docs. 1950. Pp. 72. 40c.) 


Economic Systems; Planning and Reform; Cooperation 
Acrinstuin, A. The welfare state; the case for and against. Legis. Ref. Svce. Public affairs 
bull. no. 83. (Washington : Library of Congress. 1950. Pp. 69.) 


Ancetopoutos, A. L’Etat et la prospérité sociale—nouveauz principes de finances publiques. 
(Paris: Lib. Générale de Droit et de Jurisprudence. 1949. Pp. 198. 400 fr.) 

Batt, J. H. Where does statism begin? A study of pending proposals to expand govern- 
ment control of the economy. Nat. econ. problems, no. 434. (New York: Am. Enter- 
prise Assoc. 1950. Pp. 34. $0c.) 

Bastiat, F. The law. Translated by Dean Russell. (Irvington-on-Hudson: Foundation for 
Econ. Education. 1950. Pp. 75.) 

Browver, E. Keynes, Foster and Marx; Pt. I, State capitalism and progress. (Yonkers, 
N.Y.: Author, 7 Highland Pi. Pp. 55. 25c.) 

Burry, W. H. The rational plan. (Los Angeles: Author, 5478 Wilshire Blvd. 1950. Pp. 99, 
viii.) 

Garnett, A. C. Freedom and planning in Australia. (Madison: Univ. of Wisconsin Press. 
1949. Pp. x, 331. $4.) 

Laserrr, G. Socialiser dams la liberté. (Paris: Albin Michel. 1949. Pp. 314. 390 fr.) 


Lreset, S. M. Agrarian socialism—the Cooperative Commonwealth Federation in Sas- 
hatchewen—a study in political sociology, (Berkeley and Los Angeles: Univ. of Cali- 
fornia Press. London: Cambridge Univ. Press. 1950. Pp. xvii, 313. $4.50.) 
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Mextzer, L. The democratic revolution. (New York: William-Frederick Press. 1950. Pp. 
68.) 


Paumetez, M. Geo-economic regionalism and world federation. (New York: Exposition 
Press. 1949. Pp. 137. $2.50.) 


Poswack, E. R. Time to understand. (New York: Greenberg. 1950. Pp. ix, 181. $2.50.) 

Seasuny, S. The new federalism—an inquiry into the means by which social power may 
be so distributed between state and people as to insure prosperity and progress. (New 
York: E. P. Dutton and Co. 1950. Pp. 311.) 

SurAnvi-Uncer, T. Private enterprise and governmental planning—an integration. (New 
York : McGraw-Hill. 1950. Pp. xiii, 389. $4.50.) 

Vexriartsz, J. G. El Punto Cuatro del Presidente Truman. (Madrid: Instituto de Es- 
tudios Politicos. 1950. Pp. 22.) 


Vorwza, S. La socialisation. (Paris: Presses Univ. de France. 1950. Pp. xv, 217.) 


Waneassz, J. P. Cooperative peace. (Superior, Wis.: Cooperative Pub. Assoc. 1950. Pp. 
xiv, 273. $3.) 

Wenes, A. Dogma und wirklichkeitssinn in der sowjetwirtschaft. (Munich: Verlag der 
Bayerischen Akademie der Wissenschaften. 1950. Pp. $2. DM 3.50.) 

Wuson, T. Modern capitalism and economic progress. (New York and London: Macmil- 
lan. 1950. Pp. vii, 274. $2.50.) 

Review of the co-operative movement in India 1946-48. (Bombay: Reserve Bank of India. 
1950. Pp. 134.) 

Voluntary action—mainstay of a free society. Proceedings of a conference sponsored by the 
Institute of Public Affairs, Pomona College. (Claremont: Pomona College. 1950. Pp. 96.) 

The welfare state and the state of human welfare. (Washington: Chamber of Commerce 
of US. 1950. Pp. 60. S0c.) 


National Income and Social Accounting 


Bray, F. S. Social accounts and the business enterprise sector of the national economy. 
Univ. of Cambridge Dept. of Applied Economics, monog. 2. (New York: Cambridge 
Univ. Press. 1950. Pp. 108. $2.50.) 

Cartwricut, P. W. Survey of income, expenditures and savings patterns. State of Wash- 
ington, 1948. Inst. of Labor Econ. pub. (Seattle: Univ. of Washington Press. 1950. Pp. 
25. SOc.) 

Haceporn, G. G. The private business economy; distribution of gross output and pro- . 
ceeds: 1929 to 1948. Econ. policy div. ser., no. 12. (New York: Nat. Assoc. of Manu- 
facturers. 1949. Pp. 16.) 

Kinziz, O. R. Our money and the national debt—or how money derives from debt. 
(Peoria: Bradley Univ. 1950. Pp. 21.) 

Rvocigs, R. National income accoynting and its relation to economic policy. (Paris: Econ. 
Cooperation Admin., Office of the Special Representative. 1949. Pp. 97.) 

National income and expenditures of the United Kingdom, 1946 to 1949. Great Britain 
Treasury. Cmd. 7933. (London: H. M. Stat. Office. 1940. Pp. 69.) 

National income of British India and the Union provinces, 1945-46. Prepared by S. Sub- 
ramanian, T. P. Chatterjee, and S. B. Das Gupta, for the Ministry of Commerce. (New 
Delhi: The Manager, Govt. of India Press. 1950. Pp. 16.) 

National income of the Indian Union provinces, 1946-47. Prepared by S. Subramanian, 
G. D. Mathur and S. C. Tripathi. (New Delhi: Ministry of Commerce. 1950. Pp. 17.) 
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National income statistics of various cowntries, 1938-1948. Prepared by the Statistical 
of the United Nations. U.N. pub. 1950. xvii. 2. (New York: Columbia Univ. 
1950. Pp. vii, 249. $3.50; paper, $2.50.) 


Business Fluctuations; Prices 


Canter, J. J., Lenepert, L. H. and Harwooo, E. C. Where are we going! (Great Bar- 
rington: Am. Inst. of Econ. Research. 1950. Pp. 32. $1.) 


Creamer, D., with assistance of M. Bernstein. Behavior of wage rates during business 
cycles. Occas. paper 34. (New York: Nat. Bur. of Econ. Research. 1950. Pp. 66. $1.) 


Kie1n, L. R. Economic fluctuations in the United States, 1921-1941. Cowles Commission 
monog. no. 11. (New York: John Wiley. London: Chapman and Hall. 1950. Pp. xi, 
174. $4.) 


Nerr, P. and Werrensacn, A. Business cycles in Los Angeles. A condensation of Business 
cycles in selected industrial areas, prepared by M. Lewin. (Los Angeles: Haynes Founda- 
tion. 1949. Pp. 25. 25¢.) 


Newsury, F. D. Business forecasting: a survey of business practices and methods. (New 
York : Controllership Foundation. 1950. Pp. 70.) 


Action against unemployment. Stud. and repts., new ser., no. 20. (Washington: Internat. 
Labour Office. 1950. Pp. 32. $1.50.) 


Economic expansion—patterns, problems, potentials. A graphic analysis. (New York: Nat. 
Indus. Conference Board. 1950. Pp. 32.) 


Factors affecting volume and stability of private investment. Prepared by the staff of the 
subcommittee on investment of the Joint Committee on the Economic Report, 81st 
Cong., 2nd sess. Senate doc. no. 232. (Washington: Supt. Docs. 1950. Pp. 235.) 


The midyear economic report of the President transmitted to the Congress, July 26, 1950. 
Together with a report to the President, The economic situation at midyear 1950, by 
the Council of Economic Advisers. (Washington: Supt. Docs. 1950. Pp. 160.) 


Money and Banking; Short-Term Credit; Consumer Finance 
Constantacatos, M. E. Money and lew (in Greek) (Athens: Author, 3, Voulis St. 1950. 
Pp. 76.) 
Hawrtrey, R. G. Currency and credit. 4th ed. (New York: Longmans. 1950. Pp. 484. 
$5.50.) 


Junc, Nawas Mir N. and Ivencar, S. K. The A.B.C. of central banking—wwith special 
reference to India and Hyderabad. (Bangalore City: Bangalore Printing and Pub. Co. 
1950. Pp. xxvii, 555. Rs. 20; $8.) 

Mints, L. W. Monetary policy for a competitive society. (New York: McGraw-Hill. 1950. 
Pp. ix, 236. $3.) 

Nussmaum, A. Money in the law—national and international. Rev. ed. of Money im the 
law. (Brooklyn: The Foundation Press. 1950. Pp. xxxii, 618. $8.) 


Rex, D. C. Money and organisation. (London: Mac@onald and Evans. 1950. Pp. ix, 128. 
10 s.) 


Ructwa, A. Geldtypen und geldordmungen. (Stuttgart: Kohlhammer. 1949. Pp. 352. 
DM 18.) 


Opercting insured commercial and mutual savings banks. Assets and liabilities, December 
31, 1949. Rept. no. 32. (Washington: Fed. Deposit Ins. Corp. 1950 Pp 065.) 
The quest for stability; an analysis of some of the major problems of our monetary and 


banking system—-past and present—and “¢ attempts to solve them. (Philadelphia: Fed. 
Reserve Bank of Philadelphia. 1950. Pp. | 
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Business Finance; Investments aad Security Markets; Insurance 


Gaancz, W. J., Staves, W. R. and Bracxrosgp, E. G. With collaboration of G. H. Biatt- 
machr, Wills, executors, and trustees—a practical work on the law, administration, and 
accounting of estates and trusts. Rev. ed. (New York; Ronald Press. 1950. Pp. xii, 
$46. $6.) 

Guauver, H. B. A guide to profitable investment. (New York: E. P. Dutton. 1950. Pp. 
118. $2.) 

Kismat, M. Corporate finance, principles end practice. (Ames, lowa: Littlefield, Adams. 
1949. Pp. vili, 305.) 

Sautwrer, R. J. Urbam mortgage lending by life insurance companies. (New York: Nat. 
Bur. of Econ. Research. 1950. Pp. xxi, 180. $2.50.) 


Life insurance fact book, 1950. (New York: Inst. of Life Insurance. 1950. Pp. 96.) 


Private insurance. (Durham: Duke Univ. School of Law. Law and Contemporary Prob- 
lems, summer, 1950. Pp. 155.) 


Public Finance 
Binvrr, R. Die belastung durch die persinliche cinkommensteuer in Deutschland, England 


und den Zercinigten Staaten. (Kiel: Institut fir Weltwirtschaft, Universitit Kiel. 1950. 
Pp. vii, 222. DM 15.) 


Cosctamt, C. La riforma tributaria—analisi critica del sistema tributario italiano. (Flor- 
ence: La Nuova Italia. 1950. Pp. 366.) 


Feiroman, M, and others. Must we have a deficit? Transcript no. 632. (Chicago: Univ. 
of Chicago Round Table. 1950. Pp. 18. 10c.) 


Hornscnu, H. E. Die entwicklung des finensousgleichs im Deutschen Reich und im Preus- 
sen von 1910 bis 1944. (Kiel: Institut fiir Weltwirtschaft, Universitit Kiel. 1950. Pp. xiv, 
198. DM 12.) 

Hu, T. Y. The liquor tax in the United States, 1791-1947—e history of internal revenue 
taxes imposed om distilled spirits by the federal government. (New York: Columbia 
University, Graduate School of Business. 1950. $2.50.) 

This volume is no. 1 in a series of monographs in public finance and national income 
initiated by the Graduate School of Business, Columbia University. 

Impnota, M. Finangas munici pais. (Sio Paulo: Editora Atlas. 1949. Pp. 331.) 


Menta, J. K. and Acarwata, S. N. Public finance—theory and practice, (Allahabad: 
Kitab Mahal. 1949. Pp. xxvi, 704, ix.) $ 


Menocat ¥ Barneras, J. M. Derecho fiscal. 2 vols. (Havana: School of Commerce, Uni- 
versity of Havana. 1949. Pp. 377; 250.) 


Morruet, E. L. and Linpman, E. L. Public school finance programs of the forty-cight 
states. Fed. Security Agency circular no. 274. (Washington: Supt. Docs. 1950. Pp. vii, 
110. SOc.) 


Voormis, J. Cooperatives pay their taxes. (Chicago: Cooperative League of the USA. 
1950. Pp. 22. 10c.) 


Compendium of state government finances in 1949. Prepared by the Bureau of the Census. 
(Washington : Supt. Docs. 1950. Pp. $6.) 

Federal tax revision—principles and policies. Econ. pol. div. ser. no. 28. (New York: Nat. 
Assoc. of Manufacturers. 1950. Pp. 12.) 


Program for management of the federal debt. Econ. policy div. ser., no. 20. (New York: 
Nat. Assoc. of Manufacturers. 1949. Pp. 16.) 
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State and local finance im Virginia. Papers presented to the Institute on State and Local 
Finance, Arlington, Va., Jan. 27-28, 1950. (Charlottesville: Bur. of Public Admin., Univ. 
of Virginia. 1950. Pp. $7.) 

Taxation and public policy in New Jersey. Fifth report of the Commission on State Tax 
Policy to the governor and to the legislature, April, 1950. (Trenton: State of New 
Jersey. 1950. Pp. 155.) 

Why deficit spending? A recommended federal budget for the fiscal year 1951 (beginning 
July 1, 1950). Econ. policy div. ser., no. 19. (New York: Nat. Assoc. of Manufacturers. 


1949. Pp. 11.) 
International Economics 
Bacumann, H. Westeuropdische wirtschajtsunion oder wirtschaftliche susammenarbecit! 
(Ziirich and St. Gallen: Polygraphischer Verlag. 1950. Pp. viii, 48.) 
Eacieton, C., editor. 1949 Annual review of United Nations affairs. (New York: New 
York Univ. Press. London: Geoffrey Cumberlege. 1950. Pp. 322. 40s.) 


E.rswortn, P. T. The international economy—its structure and operation. (New York: 
Macmillan. 1950. Pp. xx, 922. $5.50.) 

FurtH, J. H. Central Bank policies and economic equilibrium. Transcript of a lecture 
given at the Dept. of State, Feb., 1950. (Washington: Dept. of State, Foreign Service 
Institute. 1950. Pp. 29.) 

Hawrrey, R. G. The balance of payments and the standcrd of living. (New York: Royal 
Institute of Internat. Affairs. 1950. Pp. 158. $1.75.) 


Lutz, F. A. and V. C. Monetary and foreign exchange policy in Italy. (Princeton; Internat. 
Finance Sec., Princeton Univ. 1950. Pp. 45. $1.) 


Panxow, G. Grundlagen einer internationalen wirtschaftsordmung. (Zirich: Verlag Lee- 


mann. 1950. Pp. 72. 3 fr.) 


Pirate, R. Der weltgetreidemarkt nach dem sweiten weltkrieg-lage und aussichten. Issued 
by the Institut fir Landwirtschaftliche Marktforschung. (Hamburg and Berlin: Verlag 
Paul Parey. 1950. Pp. 233.) 


Tunaercen, J. Welke mogelijkheden en middelen bestaan er tot het in evenwicht brengen 
van de betalingsbalans van Nederland na afloop van de Marshall hulp onder gelijktijdig 
streven naar een overwegend vrijer internationaal handelsen betalingsverkeer? (The 
Hague: Central Planbureau. 1949. Pp. 53.) 


Traynor, D. E. International monctary and financial conferences in the interwar period. 
(Washington : Catholic Univ. of America Press. 1949. Pp. ix, 193.) 


Vareo, F. R. and Curtis, J. C. Far Eastern economic development and the west coast 
economy. Library of Congress Legis. Ref. Svce., Public affairs bull. no. 84. (Washing- 
ton: Supt. Docs. 1950. Pp. 83.) 


Wetter, J. Problémes d’économie internationcle—wne nouvelle exptrience: lorganisation 
internationale des échanges. (Paris: Presses Univ. de France. 1950. Pp. 333.) 


A decade of American foreign policy—basic documents 1941-49. Prepared by the staff 
of the Senate Committee on Foreign Relations and the Dept. of State. Senate doc. no. 
123. (Washington : Supt. Docs. 1950. Pp. xiv, 1381.) 

Anglo-French discussions regarding French proposals for the Western European coal, iron, 
and steel industries, May-June, 1950. Great Britain Foreign Office. Cmd. 7070. (Lon- 
don: H. M. Stat. Office. 1950. Pp. 15.) 


Annual report of the Executive Directors for the fiscal year ended April 30, 1950. (Wash- 
ington: Internat. Monetary Fund. 1950. Pp. 160.) 


Balance of payments yearbook 1948 and preliminary 1949. Prepared by Balance of Pay- 
ments Division. (Washington : Internat. Monetary Fund. 1950. Pp. 423.) 
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Righth report to Congress of the Economic Cooperction Administration, for quarter ended 
March 31, 1950. (Washington: Supt. Docs. 1950. Pp. x, 137. 40c.) 

The European recovery program; US.-U.K. occupied areas of Germany, 1 July 1949- 
30 September 1949. Joint report of the U.S. and U.K. High Commissioners as successors 
to the Military Governors. (Berlin: U.S. High Commissioner for Germany. 1950. 
Pp. 61.) 

Export-Import Bank of Washington, 9th semi-annual report to Congress, period July- 
December, 1949. (Washington: Supt. Docs. 1950. Pp. 72. 25c.) ’ 

First annual report on exchange restrictions, March 1, 1950. (Washington: Internat. Mone- 
tary Fund, 1950. Pp. 144.) 


Foreign commerce yearbook, 1948. (Washington: Supt. Docs. 1950. Pp. $93. $2.) 


Foreign transactions of the U. S. government (basic data through March 31, 1950.) 
(Washington: Office of Business Economics, Dept. of Commerce. 1950. Pp. vi, 105.) 


Formulating a Point Four program. (Philadelphia: Am. Acad. of Pol. and Soc. Sci. The 
Annals, July, 1950, Pp. 148.) 

The following General Agreement on Tarifis and Trade (GATT) publications may be 
obtained upon application to the Interim Commission for the Internationa] Trade Or- 
ganization, Geneva, Switzerland : 

First report on the discriminatory application of import restrictions. Sales no. GATT/ 
1950-1. Pp. 28. 

Liberating world trade. Second report on the operation of the Genera] Agreement on 
Tariffs and Trade. Sales no. GATT/1950-2. Pp. 29. 

The use of quantitative restrictions for protective and other commercial purposes. Sales 
no. GATT/1950-3. Pp. 18. 


International Bank for Reconstruction and Development-—Fijth annual report to the 
Board of Governors 1949-1950. (Washington: Internat. Bank for Reconstruction and 


Development. 1950. Pp. 64.) 


Lebensfahigheit und vollbeschaftigung. Published by the Institut fir Weltwirtschaft and 
der Universitat Kiel, the Deutsches Institut fiir Wirtschaftsforsx hung, Berlin, the 
Rheinisch-Westfilisches Institut fiir praktische Wirtschaftsforschung, Essen and the 
Bremer Ausschuss fiir Wirtschaftsforschung, Bremen. Pp. 55S.) 


Membership and participation in the International Trade Organisation. Hearings before 
the House Committee om Foreign Affairs, 815t Cong., 2nd sess. (Washington: Supt. 
Docs, 1950. Pp 809.) 


Overseas trade of the United Kingdom; statistics relating to trade with sixty overseas 
countries for the year 1949 with comparative figures for 1947 and 1948. Prepared by 
Great Britain Board of Trade. (London: H. M. Stat. Office. 1950. Pp. 168.) 


The pattern and finance of foreign trade--with special reference to the City of London. 
(London: Europa Publications, for the Institute of Bankers. 1949. Pp. 231. 15s.) 


Problémes économiques allemands et droit international. Prepared by the Librairie 
Générale de Droit et de Jurisprudence. (Paris: R. Pichon and R. Durand-Auzias. 1950. 
Pp. 169, x) 


Recent developments in the foreign trade of Argentina. By the Tariff Commission. (Wash- 
ington: Supt. Docs. 1950. Pp. 185.) 


Recovery in Europe; the first to years of Marshall Aid. Prepared by the Economic In- 
formation Unit, Great Britain Treasury. (London: H. M. Stat. Office. Pp. 39.) 


Survey of United States international finance 1049. Prepared by Gardner Patterson with 
the cooperation of members of the Dept. of Economics and Social Institutions of Prince- 
ton University, (Princeton: Princeton Univ. Press. 1950. Pp. x, 222. 75¢.) 
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United Nations publications, distributed by the Columbia Univ. Press, New York 27, N.Y.: 


Agricultural requisites in Latin America. Report of the Joint ECLA/FAO Working 
Party. Pub. 1950. I1.G.1. Pp. xvii, 156. $1.25. 

Catalogue of economic and social projects, 1950. Pub. 1950. I1.D.1. Pp. xx, SiS. $3.75. 

Second volume of a series describing and classifying the work of the secretariats of 
the United Nations and the specialized agencies in the economic and social fields. 

The economic development of Latin America and its principal problems. Prepared by 
the Economic Commission for Latin America. Pub. 1950. II. G.2. Pp. v, $9. 40c. 

Economic development in selected countries—plans, programmes and agencies. Vol. II. 
Prepared by the Dept. of Economic Affairs. Pub. 1950. I1.B.1. Pp. xiii, 271. $2. 

Vol. II outlines programmes in Australia, Bulgaria, Colombia, New Zealand, the 
Philippines, Puerto Rico, Southern Rhodesia and the Union of South Africa. 

Economic survey of Asia and the Far East. By the secretariat of the U.N. Economic 
Commission for Asia and the Far East. Pub. 1950. IIF.1. Pp. xix, 485. $3. 

Economic survey of Europe in 1949, By the Dept. of Economic Affairs. Third major 
report of its kind prepared by the secretariat of the Economic Commission for 
Europe. Pub. 1950. I1.B.1. Pp. vii, 299. $3. 

Full employment: views of certain non-governmental organisations on the experts’ report 
on national and international measures for full employment. U.N. doc. E/1695, 1950. 
Pp. 106. 

National income statistics of various countries, 1938-1948. Pub. St/Stat/2, 15 Mar. 1950. 
Pp. 249. $3.50. 

Public finance information papers: Colombia. Pub. St/ECA/SerA/2. Pp. 41. Italy. 
Pub. St/ECA/Ser.A/3. Pp. 80. 


Business Administration 
Acnew, H. E., Conner, H. A. and Doremus, W. L. Outlines of marketing 3rd ed. (New 
York: McGraw-Hill. 1950. Pp. xi, 432. $4.25.) 


Devine, C. T. Cost accounting and analysis. (New York: Macmillan. 1950. Pp. xv, 752 
$5.) 


Gaston, J. F. Effects of depreciation policy. Stud. in bus. econ., no. 22. (New York: Nat. 
Industria] Conference Board. 1950. Pp. 63. 50c.) 


Grant, E. L. Principles of engineering economy. 3rd ed. (New York: Ronald Press. 1950. 
Pp. xi, 623. $5.) 


Gross, A. and Hoventon, D. Sales promotion. (New York: Ronald Press. 1950. Pp. vii, 
434. $5.) 


Ornuer, C. Cases and probiems in audits and examinations. (New York: American Bank 
Co. 1950. Pp. viii, $35. $5.50.) 


Orv, L. C. Industrial facts and fallacies—a contribution to national recovery. (London: 
Mayflower Pub. Co. 1950. Pp. xi, 207. 10s., 6d.) 


Osnorn, R. C. Effects of corporate site om efficiency and profitability. Bur. of Econ. and 
Bus. Research bull. 7. (Urbana: College of Commerce and Bus. Admin., Univ. of 
Illinois. 1950. Pp. 82.) 


Ravrenstraucn, W. and Virrers, R. Budgetary control--the managerial approach to 
budgeting. (New York: Funk and Wagnalls, in association with Modern Industry 
Magazine. 1950. Pp. xiv, 301. $5.) 


Sruerrerp, H. D. and others. Introduction to modern business. (New York: Prentice- 
Hall. 190. Pp. $75. $6.35; text ed., $4.75.) 


Vexnoorn, P. J. Grondslagen en technick van de marktanalyse. (Leiden: Stenfert Kroese. 
1950 Pp xi, 667. /.18.—; cloth, 20.—.) 
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Weovinc, N. Public relations in business—a study of the activities of large corporations. 
Bur. of Econ. and Bus. Research bull. 71. (Urbana: College of Commerce and Bus. 
Admin., Univ. of IMlinois. 1950. Pp, 46.) 

Audits by certified public accountants—their nature and significance (New York: Am. 
Inst. of Accountants. 1950. Pp, 56.) 

Business size and the public imterest. Econ. policy div. ser., no. 18. (New York: Nat. 
Assoc. of Manufacturers. 1949, Pp. 51.) 

Economic expansion; patterns, problems, potentials, (New York: Nat. Industrial Con- 
ference Board. 1950. Pp. 32. 75Sc.) 

New frontiers for the industrial accountant —1950 proceedings of the thirty-first Interna- 
tional Cost Conference. (New York: Nat. Assoc. of Cost Accountants. 1950. Pp. vi, 138.) 

Profit margins and prices. A study of various statistical yardsticks for measuring corporate 
profits, and an analysis of profit margins on sales, industry-by-industry. (New York: 
Nat. Assoc. of Manufacturers. 1949. Pp. 15.) 

Retail price distributions. (College Park: Bur. of Bus. and Econ. Research, Univ. of Mary- 
land. 1950. Pp. 20.) 

SRDS consumer markets, 1950-1951. (Chicago: Standard Rate and Data Service. 1950. 
Pp. 882, $5.) 


Industrial Organization and Markets; Public Regulation of Business 
Bocert, G. G. Cases on the law of trusts. 2nd ed. Univ. casebook ser. (New York: 
Foundation Press. 1950. Pp. 1041. $7.50.) 
CapMAN, J. -W. The corporation in New Jersey business and politics, 1791-1875. (Cam- 
bridge: Harvard Univ. Press, London: Geoffrey Cumberlege. 1949. Pp. xvi, 462. 48s.) 
E.utott, W. Y. Mobilization planning and the national security. Pub. affairs bull. no. 81. 
(Washington: Legis. Keference Svce., Library of Congress. 1950. Pp. 188.) 
Haktzert, K. D, compiler. The Empire State at war, World War Il. (Albany: The State 
of New York, Div. of State Publicity. 1949, Pp. xxiv, 423.) 
Huzar, E. The purse and the sword--control of the Army by Congress through military 
appropriations, 1933-1950. (Ithaca: Cornell Univ, Press. 1950. Pp. xiv, 417. $4.50.) 
Purvy, H. L., Linpanrt, M. L. and Carrer, W. A. Corporate concentration and public 
policy. 2nd ed. (New York: Prentice-Hall. 1950, Pp. xv, 727. $5.) 

Mosner, W. FE, Kinestey, J. D. and Stam, O. G. Public personnel administration. 3rd 
ed. (New York: Harper and Bros. 1950. Pp. xi, 652. $5 ) 

Suort, J. G The railroad monopoly—-an instrument of hanker control of the American 
ecomomy. (Washington: Public Affairs Institute. 1950. Pp. xi, 250. $3.) 


Tuompson, V. A. The regulatory process in OPA rationing. (New York: King’s Crown 
Press. 1950. Pp. xi, 466. $5.75.) 

Adjusting to mobilization, 1950. Research Institute analysis no. 74. (New York: Research 
Institute of America. 1950. Pp. 48.) 

Annual report and statement of accounts for the year ended 31st December 1949. By Great 
Britain National Coal Board. (London: H. M. Stat. Office. 1950, Pp, 271.) 

Congress and the monopoly problem: fifty years of antitrust development, 1900-1950. 
Prepared by the Library of Congress Legis. Ref. Svce. unde the direction of the Select 
Committee on Small Business, 1st Cong, 2nd sess., House doc. 590. (Washington: Supt. 
Docs. 1950 Pp. 174.) 


Defense Production Act of 1950. Hearings before the House Commitice on Banking and 
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Currency, 81:1 Comg., 2nd sess., July 24 and 25, 1950. (Washington: Supt. Docs. 1950. 
Pp. 130.) 

Department of Defense industrial mobilisation program, 17 March 1950. (Washington: 
U. S. Munitions Board. 1950, Pp. 42.) 

Mobilising for atomic wer. Stud. in business policy no. 46. (New York: Nat. Indus, Con- 
ference Board. 1950. Pp. 64.) 

Small Business Act of 1950. Hearings before the Senate Commitice on Banking and Cur- 
rency, 8ist Cong., 2nd sess., pt, 1, Jume 22-28, 1950. (Washington: Supt. Docs. 1950, 
Pp. 172.) 

‘Study of monopoly power. Hearings before the Subcommittee on Study of Monopoly 
Power of the House Committee on the Judiciary, 815t Cong., 2nd sess, May 8-10, 1950, 
pt. 5. (Washington : Supt. Docs. 1950. Pp. 100.) 

Study of Reconstruction Finance Corporation. Hearings before a swhcommittee of the 
Senate Committee on Banking and Currency, 81st Cong., 2nd sess. Analysis of income 
and costs May 8-9, 1950. (Washington : Supt. Docs. 1950. Pp. 151.) 

Study of Reconstruction Finance Corporation. Lustron Corp—Transportation contract, 
interim rept. of Senate Committee on Banking and Currency, 81st Comg., 2md sess. 
(Washington : Supt. Docs. 1950. Pp. 22.) 


Public Utilities; Transportation; Communications 
Benunc, B. N. Subsidies to transportation. Public affairs bull. no. 86. (Washington: 
Legis. Reference Svce., Library of Congress. 1950. Pp. 58.) 


Everman, M. The licensing of radio services in the United States, 1927 to 1947. (Urbana: 
Univ. of Illinois Press. 1950. Pp. xi, 229. Paper, $2; cloth, $3.) 


Grovinsxy, J. The lowa Pool—a study in railroad competition, 1870-84. (Chicago: Univ. 
of Chicago Press. 1950. Pp. xi, 184. $4.) 


Jousert, W. H. Southern freight rates in transition. (Gainesville: Univ. of Florida Press. 
1949. Pp. xiii, 424. $6.) 


Lerrize, G. L. Average prices of gas, water and electric light and power companies in 
Pennsylvania since 1939. Bur. of Bus. Research, bull. no. 39. (State College, Pennsy!- 
vania: State College. 1949. Pp. 34.) 


Tarr, C. A. Commercial motor transportation. (Chicago: Richard D. Irwin. 1950. Pp. x, 


Wotrt, T. Air transportation—-trafic and management. (New York: McGraw-Hill. 1950. 
Pp. xvi, 725. $6.) 
Ait-mail subsidies, Hearings before subcommittee of the Commitice on Interstate and 


Foreign Commerce, House Committee on Foreign Commerce, 81st Cong, 2nd sess. 
(Washington : Supt. Docs. 1950, Pp. 279.) 


Airport terminal activities and space utilization. (Washington: Civil Aeronautics Admin., 
Dept. of Commerce. 1950. Pp. 64.) 

Economic aspects of America’s air navigation program. Civil Aeronautics Admin. (Wash- 
ington: Supt. Docs. 1949. Pp. 83.) 

Effective community air trafic potential. (Washington: Civil Aeronautics Admin., Dept. of 
Commerce. 1950. Pp. iv, 35.) 

Historical development of transport coordination and integration im the United States. 


Bur. of Transport Economics and Statistics, Interstate Commerce Commission. (Wash- 
ington ; Supt. Docs. 1950. Pp. 217.), 


413. $6; college ed., $5.) ‘ 
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Industry Studies 

DeAamonp, F. The laundry industry. Published under the sponsorship of the American 
Institute of Laundering and Troy Laundry Machinery Division, American Machine and 
Metals, Inc. (New York: Harper and Bros. 1950. Pp. xiv, 302. $4.) 

Déurmeunv, H. Industrie standortlenkung. (Bremen: Walter Dorn. 1950. Pp. 124. DM 
4, =.) 

Giee, G. S. The Saco-Lowell shops—textile machinery building in New England 1813-1949. 
(Cambndge: Harvard Univ, Press. 1950. Pp. xxxvi, 835. $7.50.) 

McNat, J. B. Simon Cameron's adventure in iron, 1837-1846. (Los Angeles: Author, 
818 S. Ardmore Ave. 1950. Pp. xi, 160.) 


Navin, T. R. The Whitin Machine Works since 1831—a textile machinery company in an 
industrial village. (Cambridge: Harvard Univ. Press. 1950. Pp. xxix, 654. $6.50.) 


Srisser, R. Standorte der deutschen (Brernen: Walter Dorn. 1950. 
Pp. 81. DM 4,--.) 


Second census of manufactures India 1947. Statistics by industries and provinces. Pub. 
of Manistry of Industry and Supply. (Delhi: Manager of Publications. 1950. Pp. iv, 
761. Rs. 21.) 


Steel-acquisitions, mergers, and expansion of 12 major companies, 1900 to 1950. Hearings 
before House Select Committee on Small Business, 81st Cong., 2nd sess., March 10, 
1950. (Washington: Supt. Docs. 1950. Pp. 80.) 


Land Economics; Agricultural Economics; Economic Geography 
Backman, J. Bituminous coal wages, profits and productivity. Prepared for Southern 


Coa) Producers Assoc., presented before Presidential Coal Board. (Washington: Southern 
Coal Producers Assoc. 1950. Pp. 128.) 


Bracuer, N. The Columbia Basin Inter-Agency Committee; a case study of the use of 
an inter-agency organization for the development of a river basin. A master's thesis. 
(Stanford: Stanford Univ. 1949. Pp. 128.) 

Biacn, J. D, assisted by the Committee on Research in the Social Sciences and the 
Graduate School of Public Administration, Harvard University. The rural economy of 
New England -a regional study. (Cambridge: Harvard Univ. Press. 1950. Pp. xxiv, 
796. $7.50.) 

Forster, G. W., and Leacer, M. C. Elements of argicultural economics. (New York: 
Prentice-Hall. 1950. Pp. 457. $6.65.) 

Hewune, O., and Katpor, D. R. A framework for long-range agricultural policy. Planning 
pamph. po, 72. (Washington: Nat. Planning Assoc. 1950. Pp. viii, 68. SOc.) 

Jounson, D. G. Trade and agriculture-—a study of inconsistent policies. (New York: 
John Wiley. London: Chapman and Hall. 1950. Pp. vii, 198. $2.50.) 

Nevin, W. Newe deutsche agrarpolitik. (Tiibingen: J.C.B. Mohr. 1949, Pp. vi, 250.) 

Nuenereo, M_ Recent trends in the housing market of Pittsburgh and Allegheny County. 
(Pittsburgh: Allegheny Conf. on Community Development. 1950. Pp. 23.) 

Roser, J. K. The Brannan Plan; a proposed farm program. Legis. Reference Svce. Public 
affairs bull. no. 78. (Washington: Library of Congress. 1950. Pp. 74.) 

Ssciru, GH. editor. Conservation of natural resources. (New York: John Wiley and 
Sons. 1950. Pp. xii, §§2. $6.) 


Steom, A. E. Vakima Valley industrial survey. (Seattle: Univ. of Washington Press. 1950. 
Pp 192) 
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Westrat, V. C. Bibliography on materials on Missouri Basin development. Governmental 
Research Bur. rept. no. 22. (Vermillion: Univ. of South Dakota. 1950. Pp. 24.) 

A century of conservation 1849-1949. Dept. of the Interior Conservation bull. 39. (Wash- 
ington : Supt. Docs. 1950. Pp. 34.) 

The Columbia River; final letters of transmittal and comments of the affected states and 
federal agencies. 81st Cong., 2nd sess. House doc. 473. (Washington: Supt. Docs. 1950. 
Pp. 399.) 

Economic development atlas, recent changes im regions and states. (Washington: Supt. 
Does. 1950. Pp. 32. 

Great Lakes-St. Lawrence basin. Hearings before the House Committee on Public Works, 
81st Comg., 2nd sess. (Washington: Supt. Docs. 1950. Pp. $07.) 

Metropolitan Washington after 150 years: its economic expansion. (College Park: Bur. 
of Bus. and Economic Research, Univ. of Maryland. 1950. Pp. 29.) 

Minerals yearbook 1948. Bur. of Mines, Dept. of the Interior. (Washington: Supt. Docs. 
1950. Pp. 1682.) 

Proposed practices for economic analysis of river basin projects. Report to the Federal 
Inter-Agency River Basin Committee prepared by the Subcommittee on Benefits and 
Costs. (Washington : Supt. Docs. 1950. Pp. 85.) 


Labor 


Aaronson, R. L. Layoff policies and practices—recent experience under collective bargain- 
ing. (Princeton: Indus. Relations Sec., Princeton Univ. 1989. Pp. 55.) 


Baxer, H., and Franct, R. R. Personnel administration and labor relations in department 
stores—an analysis of developments and practices. (Princeton: Indus. Relations Sec., 


Princeton Univ. 1950. Pp. 144.) 


Boottre, V. B., and Arnon, S. Prewar, war, and postwar carnings, hours, and employment 
of wage earners in Ohio industries, 1935-1946. (Columbus: Bur. of Bus. Research, Ohio 
State Univ. 1949. Pp. 626. $7.50.) 


Braun, K. The right to organize and its limits—a comparison of policies in the United 
States and selected European countries. (Washington: Brookings Institution, 1950. Pp. 
xiii, 331. $3.) 


Brown, E. C. Taft-Hartley after three years and the next steps. Rept. no. 6. (Washington: 
Public Affairs Institute. 1950. Pp. 79. SOc.) 


CHAMBERLAIN, N. W. Management in motion: the corporate decision-making process 


as applied to the transfer of employees. (New Haven: Labor and Management Center, 
Yale Univ. 1950. Pp. 124.) 


Ciecc, H. A. Labour relations in London transport. (New York: Augustus M. Kelley. 
1950. Pp. viii, 188. $2.50.) 


Commons, J. R. The economics of collective action. (New York: Macmillan. 1950, Pp. 
xii, 414. $5.) 
Contains a biographical sketch by S. Perlman, also introduction and supplemental 
essay by K. H. Parsons. 


Dana, J. L. Occupational wage survey, Denver, Colorado, November, 1949. Bur. Labor 
Statistics bull. 985. (Washington: Dept. of Labor. 1950.) 


Devtscuer, I. Soviet trade wnions—their place in Soviet labour policy. (london and 
New York: Royal Inst. of Internat. Affairs. 1950. Pp. ix, 156. $1.75.) 


Dremr, M. E. Margaret Dreier Robins—her life, letters and work. (New York: Island 
Press Cooperative Inc. 1950. Pp. xviii, 278. $4.) 
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Dunvor, J. T., and Hn, A. D. The Wage Adjustment Board—-wariime stabilization in 
the building and construction industry. (Cambridge: Harvard Univ. Press. 1950. Pp. 
xii, 166. $3.50.) 

Ganoyner, B. B., and Moorr, D. G. Human relations in industry. Rev. ed. (Chicago: 
Richard D. Irwin. 1950. Pp, xi, 431. $5.) 

Gooner, W. Pensions under collective bargaining. (Berkeley : Institute of Indus. Relations, 
Univ. of California. 1950. Pp. vi, 41.) 

Hasxer, H. A leader of the garment workers—-the biography of Isidore Nagler. (New 
York: Amalgamated Ladies’ Garment Cutters’ Union, Local 10. 1950. Pp. 351.) 

Horsaas, A. J. Agricultural wege stabilisation in World War U.S. Dept. of Agriculture, 
Bur. of Agricultural Econ., agric. monog. no. 1. (Washington: Supt. Docs. 1950. Pp. 
140. $5c.) 

Knicut, C., editor, The economics of collective bargaining. Proceedings of a series of 
public lectures held during 1948 and 1949 in Berkeley and Los Angeles. (Berkeley: Univ. 
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NOTES 


ANNOUNCEMENT oF a Seconp Votume or tHe “Suxvey oF 
Ecowomncs" 


At the meeting of the Executive Committee of the American Economic Association in 
December, 1949, it was decided, upon the recommendation of the Research Committee, that 
the Association should sponsor a second volume of the Survey of Contemporery Economics, 
This second volume should appear early in 1952, and will contain review articles on ten 

not included, or touched upon only incidentally, in the first volume. 
of the ten esays to be included In the new volume have been 


critics have been invited to review each 
from that followed in the preparation 
suggestions and criticisms available 
fina] form, will prepare for in- 
ys as published. 
Contents and Contributors. The volume will be edited by Bernard F. Haley, Stanford 
University. The fields to be included and the names of authors and critics follow: 


Wairarz Economics, by K. E. Boulding, University of Michigan 
Critics: Melvin W. Reder, Stanford University 
Paul Samuelson, Massachusetts Institute of Technology 
Nationa Economic PLanntnc, by Paul Baran, Stanford University 
Critics: Kenneth Galbraith, Harvard University 
Adolph Lowe, New School for Social Research 
Economic Growtn, by Moses Abramovitz, Stanford University 
Critics: Simon Kuznets, University of Pennsylvania 
Harold F. Williamson, Northwestern University 
INTERNATIONAL INVESTMENT, by Norman 8. Buchanan, University of California 
Critics: Ragnar Nurkse, Columbia University 
John Williams, Harvard University 
Tre ENTEeRrrise THE Economy, by A. G. Papandreou, North- 
western University 
Critics: R. B. Heflebower, Northwestern University 
Edward S. Mason, Harvard University 
Pusiic Finance, by C. Lowell Harriss, Columbia University 
Critics: Roy Blough, Council of Economic Advisers 
Simeon Leland, Northwestern University 
Economics or Consumption, by Ruth Mack, National Bureau of Economic 
Research 
Critics: J. S. Davis, Stanford University 
Jacob Marschak, University of Chicago 
Poru.ation Tutory Prosrems, by Joseph Spengler, Duke University 
Critics: Frank W. Notestein, Princeton University 
Rupert B, Vance, University of North Cacolina 
Economics or Acricu.turs, by D. Gale Johnson, University of Chicago 
Critics: John D. Black, Harvard University 
Theodore W. Schultz, University of Chicago 


1. To make it possible for economists generally to bring themselves up to date on recent 
progress in fields of economics other than those in which they are specialists ; 
2. To appraise recent work in the fields covered; and 
3. To indicate directions which, in the opinion of the authors, future research in these 
fields might profitably take. - 


1008 THE AMERICAN ECONOMIC REVIEW 


DeveLorments, by Richard Fuggles, Yale University 
Critics: Evsey D. Domar, Johns Hopkins University 
Milton Friedman, University of Chicago 


Tue or Economics 
The Metropolitan Economic Association of New York, established in 1949, has p 
a number of committee reports on various aspects of the teaching of economics. 
ports available thus far are those of the Committee on the Objectives of the Basic 


sidered for inclusion in the publication program. Suggest 
by Dr. Philip M. Hamer, secretary of the commission, at the National Archives, Washing- 
ton 25, D.C. 


The Graduate School of Business, Columbia University, has initiated a series of mono- 
graphs in public finance and national income under the editorship of Professor Cari S. 
Shoup. The first volume issued is “The Liquor Tax in the United States, 1791-1947—A 
History of Internal Revenue Taxes Imposed on Distilled Spirits by the Federal Govern- 
ment,” by Dr. T. Y. Hu. 


Forsaicnt Awagps 
The following economists have received Fulbright awards as lecturers and research 
scholars for the academic year 1950-51. The list does not include junior awards for re- 
search study. 
France: Edward H. Chamberlin 
Wassily Leontief 
Italy: Vernon A. Mund 
Alfred Nicols 
Netherlands: Frank L. Kidner 
Norway: Walter Galenson 
Samuel G. Wennberg 
United Kingdom: John B. Condliffe 
Helen F. Hohman 
Elizabeth E. Hoyt 


Appointments and Resignations 
Albert Abrahamson is on leave from Bowdoin College to serve with the National Se- 
curity Resources Board. 


Daniel K. Andrews, formerly of the University of Utah, is now assistant professor of 
economics at Tufts College. 


re- 
nomics Course, under the chairmanship of Alfred Oxenfeldt, of Hofstra College; the 
~ Committee on Approaches to the Teaching of Basic Economics, chairman, Albert Lauter- 
' bach, of Sarah Lawrence College; and the Committee on Basic-Course Textbooks, chair- 
man, Michael O'Connor, Rutgers University. 
The three mimeographed reports, priced at fifty cents, may be procured from the 
secretary of the association, Professor Albert Lauterbach, Sarah Lawrence College, Bronx- 
ville 8, N.Y. 
Puswication or Historica, Parers 
The National Historical Publications Commission, following a request by President 
Truman to consider and report on “what can be done—and should be done—to make 
available to our people the public and private writings of men whose contributions to our 
: history are now inadequately represented by published works,” will undertake at once a 
survey of papers that would be appropriate for inclusion in such a publication program. 
The papers of all those who have made outstanding contributions to the American way 
of life—industrialists, labor leaders, lawyers, inventors, educators, and those prominent 
in the arts and sciences as well as leaders in the political and military fields—will be con- 
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Karl M. Arndt is on leave from the University of Nebraska to serve on the stafi of the 

Council of Economic Advisers. 

Robert L. Aronson has been appointed research associate in the School of Industrial 
and Labor Relations at Corneil University. 

Willard O. Ash has been promoted from instructor to assistant professor of statistics in 
the College of Business and Public Administration, University of Maryland. 

O. C. Ault, professor emeritus of George Peabody College, has been appointed visiting 
professor of economics in the College of Business Administration, Butler University. 

Sanford L. Bacon, formerly of the University of Washington, has been appointed in- 
structor in economics at the University of Minnesota. 
nstitute, 

Frederick E. Balderston has been appointed research associate and instructor in eco- 
nomics at the Massachusetts Institute of Technology. 

a associate professor of economics at the University of 
Philip W. Bell has been appointed instructor in economics at Princeton University. 
Raymond R. Beneke has been promoted from assistant professor to associate professor 

of economics at Iowa State College. 

James W. Bennett bas been appointed instructor in economics and transportation at the 
Alabama Polytechnic Institute. . 

Charles S. Benson has joined the staff of Bowdoin College as instructor in economics. 

State University. 

versity of Detroit. 

Wilbur T. Billington, on military leave from the University of Minnesota, is serving 
in the U.S. Army Air Force. 

Roy G. Blakey has been appointed visiting professor of economics at the University of 
California, Los Angeles, for the current year. 

Max R. Bloom has accepted an appointment as urban economist with the Housing 
and Home Finance Agency. 

George D. Bodenhorn has resigned from the department of economics at the Univer- 
sity of California, Los Angeles to take a position with Rand Corporation. 

Karl Boedecker has resigned as professor of finance at the University of Tennessee. 

Alfred Bonné, of the Hebrew University in Jerusalem, is visiting associate professor 
of economics at Columbia University. 

Arthur M. Borak is on leave from the University of Minnesota to serve with SCAP 
as Internal Revenue Specialist in the Research and Programs Branch of the Internal 
Revenue Division in Tokyo, Japan. 

Daniel Borth has been appointed assistant comptroller and professor of accounting at 
Louisiana State University. 

ute. 

Samuel E. Braden has resumed teaching at Indiana University after serving as a 
Fulbright fellow at the London School of Economics during 1949-50. 

ment of business organization and operation at the University of Florida. 

W. F. Bristol has been promoted to associate professor of economics at the State Uni- 
versity of Iowa. 


| 
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Douglas S. Brown has resigned from Pennsylvania State College to accept an eppoint- 
ment aS assistant professor of economics in the College of Business Administration, Mar- 
quette University. 


tion with the First Wisconsin National Bank in Milwaukee. 

Oswald H. Brownlee, formerly of the University of Chicago, has joined the faculty of 
the University of Minnesota as professor of economic. 

Marcus C. Bruhn is associate professor of economics at North Central College, Naper- 
ville, Illinois. 

Foy M. Buchanan has been appointed instructor in economics in the School of Business 
Administration at the University of South Carolina. 

James Buchanan has been promoted from associate professor to professor of economic 
at the University of Tennessee. 

Norman S. Buchanan has resigned as associate director, Division of Social Sciences, 
Rockefeller Foundation, to return to the University of California as professor of eco- 
nomics. 

Paul Bullock, Jr., has been appointed instructor in economics at Occidenta] College. 

Arthur F. Burns will be traveling in Europe while on leave from Columbia University 
in the winter session. 


John A. Buttrick has been promoted from instructor to assistant professor of economics 
at Northwesiern University. 


G. R. Bythewood has been appointed instructor in business administration at Louisiana 
State University. 


Helen G. Canoyer has becn promoted from associate professor to professor of economics 
at the University of Minnesota. 


Harriet Holmes Capehart is associate professor of economics in the College of Business 
Administration, Butler University. 


Fred W. Case has been appointed interim assistant professor of real estate at the 
University of Florida. 


Earl F. Cheit has been appointed instructor in economics at the University of Minne- 
sota. 


John Chisholm has been promoted from instructor to assistant professor of economics 
at Louisiana State University. 

Carroll L. Christenson, retiring chairman of the department of economics at Indiana 
University, has been appointed director of the division of economic research in the de- 
partment of economics. 

Jack N. Ciaccio, of the University of Chicago, is now instructor in economics at North- 
western University. 

J. M. Clark, of Columbia University, has been elected honorary president from the 
United States of the newly organized International Economic Association. 

William C. Cleveland has been appointed chairman of the department of economics 
at Indiana University. 

Robert L. Clewett has been appointed instructor in business administration at Montana 
State University. 

TC. Cobb has been appointed assistant professor of economics at Louisiana State Uni- 
versity. 

Marshall R. Colberg has resigned as program analyst for the U.S. Air Force to accept 
a position as associate professor of economics at Florida State University. 

J. B. Condliffe, on leave from the University of California during the current year, 
will be visiting Australia, New Zealand, India, Saudi Arabia and England for purposes 
of making a study of sterling area trade policies. 


NOTES 1011 


Blaine M. Cooke, formerly of the University of Minnesota, has joined the staff of the 
distribution economics department of the Standard Of Company of Indiana, in Chicago. 

J. A. Craven bas been appointed assistant profesor of business statisti and economic 
at the University of Miami. 

Mary M. Crawford bas been promoted to the rank of amociste professor of economics 
at Indiana University. 

G. William Crist, Jr., has been appointed astociate professor of insurnace at the Uni- 
versity of Florida. 

William Davis is lecturer in business law at the University of Tennessee. 

Albert Dehner has been promoted from associate professor to profesor of finance at 
the University of Tennessee. 

S. M. Derrick, dean of the School of Business Administration of the University of 
South Carolina, was visiting professor at the Harvard Graduate School of Business Ad- 
ministration in the 1950 spring semester. 

Laurence de Rycke has been promoted to chairman of the department of economia 
of Occidental College. 

Dudley Dillard has returned to the College of Business and Public Administration of the 
University of Maryland after a leave of absence spent teaching et Columbia University. 

Oscar S. Dooley has been promoted to associate professor of economics in the School 
of Business, Temple University. 

Robert Dorfman has been appointed assistant professor of economics at the University 
of California. 

Edna Douglas has been promoted from assistant professor to associate professor of 
economics at Lowa State College. 

Jock Duncan has been appointed instructor in business statistics and economics at the 
University of Miami. 

Cecil L. Dunn has resigned as professor of economits and chairman of the department 
of economics of Occidental College. 

Durward H. Dyche has resigned from Wake Forest College to return to North Texas 
State College, Denton, Texas, as special lecturer in economics. 

Clarence Efroymson is on leave of absence from the College of Business Administration 
of Butler University for the current year. 

Melvin Eggers, formerly of Yale University, has joined the stall of Syracuse University 
as assistant professor of economics. 

David Felix is acting assistant professor of economics at the University of Washington. 

James A. Fitzgerald has been appointed consulting dean of the College of Business Ad- 
ministration, University of Texas. 


Frank L. Flynn is lecturer in business law at the University of Tennessee. 

Herbert W. Fraser has been appointed instructor in economics at Lehigh University. 

Charles W. Fristoe has been appointed assistant professor of economics at the University 
of Florida. 

Joseph Frye has been appointed instructor in transportation at the University of Ten- 
nessee. 

Donald A. Garrett is associate professor of economics at Arkansas Polytechnic College. 

Richard K. Gaumnitz is on leave from the University of Minnesota to serve as 
assistant field director for the Committee for Economic Development. 

Douglas Gibson has been appointed instructor in economics at the University of Minne- 
sota. 

Raymond S. Ginger has been appointed instructor in economics at Western Reserve 
University. 
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Richard Goode, of the University of Chicago, was a member of the United Nations 
Mission of Technical Assistance to Bolivia from April to August. 

Donald F. Gordon has resigned from Princeton University to become assistant professor 
of economics at the University of Washington. 

T. C. Graham has been appointed professor in the Institute of Business Administration, 
University of Toronto. 

Robert H. Gregory has been appointed associate professor of accounting and finance in 
the School of Business Administration, University of Buffalo. 

Arthur W. Guntly, formerly University Comptroller, 
fessor of accounting at Saint Louis University School of Commerce and Finance. 

George A. Gustafson is now assistant professor of business administration in the School 
of Business Administration, Emory University. 

Warren J. Gustus, of Brown University, who had accepted a position as instructor in 
economics at Northwestern University, resigned during the summer to continue work at 
the University of Chicago under a full-time fellowship award. 

George H. Haines, of the University of Indiana, has accepted a position as associate 
professor of statistics at the University of Detroit. 

Franklin P. Hall, of the Connecticut College for Women, has been serving as director 
of the Governor's Committee on Full Employment, Connecticut. 

Burton C. Hallowell has been promoted to associate professor of economics at Wesleyan 
University. 

Einar Hardin has resigned from the University of Minnesota to return to Sweden for 
advanced study. 

H. W. Hargreaves is on leave from the University of Kentuthy to engage in research 
study for the Twentieth Century Fund. 


C. Lowell Harris, of Columbia University, was elected to the executive committee of the 
International Institute of Public Finance at the annua] meeting of the Institute held in 
Monaco in September. 

W. W. Haynes is on leave from the University of Kentucky for research in England on 
a Fulbright fellowship. 


Eari O. Heady, of Iowa State College, has been granted a three-year faculty research 
fellowship by the Social Science Research Council. 

Walter W. Heller has been promoted from associate professor to professor of economics 
at the University of Minnesota. 

Alexander M. Henderson, of the University of Manchester, England, is visiting pro- 
fessor of economics at the University of California. 

Herbert G. Heneman, Jr., has been promoted to associate professor and research asso- 
ciate in economics at the University of Minnesota. 

C. Addison Hickman has resigned from the State University of lowa to accept a research 
professorship at the University of Illinois. 

Clifford M. Hicks has been appointed chairman of the department of business organiza- 
tion and management in the College of Business Administration, University of Nebraska. 

Howard H. Hines has been appointed assistant professor of economics at Iowa State 
College. 

James Hodgson is instructor in statistics at Laval University, Quebec City. 

H. Theodore Hoffman, formerly of the Department of Commerce, has been appointed 
assstant professor of marketing at the University of Detroit. 

Robert J. Holloway, formerly of Stanford University, has joined the faculty of the 
University of Minnesota as lecturer in economics. 

J. Fred Holly has been promoted from associate professor of industrial management 
to professor of labor relations at the University of Tennessee. 
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John A. Howard has been appointed visiting assistant professor of marketing im the 
School of Business, University of Chicago. 

William M. Howard, formerly of Texas Agricultural and Mechanical College, bas been 
appointed associate professor of statistics at the University of Idaho. 

William Hurley, of Ohio State University, hes been appointed instructor in economics 
and business administration at West Virginia University. 

John R. Immer, formerly of the University of Minnesots, is doing advanced graduate 
work at Oxford University, England. 

y. 

Henry K. Junckerstorff has joined the staff of the department of economics of Saint 
Louis University School of Commerce and Finance. 

Leone S. Katz has been appointed instructor in economics at Purdue University. 

Matthew A. Kelly, of Princeton University, has accepted a position as director of in- 
ington, D.C. 

Charles J. Kennedy has resumed teaching at the University of Nebraska after a year's 
leave of absence at Harvard University where he held a fellowship in business history. 

Leonard Kent has resigned as assistant professor of statistics in the School of Business 
of the University of Chicago to become statistical economist for Alderson and Sessions 
in Philadelphia. 

E. J. Kilberg has been appointed instructor in economics at the Alabama Polytechnic 
Institute. 

Hugh B. Killough has been granted a leave of absence from Brown University to accept 
an assignment in Formosa with the Economic Cooperation Administration. 

Harold King has resigned as professor of economics at Louisiana State University. 

Lawrence R. Klein has been appointed lecturer in economics at the University of 

Melvin M. Knight, on sabbatical leave from the University of California, is making 
a field study of effects of World War II upon conditions in North Africa. 

E. R. Kuchel has returned to the University of Ohio as instructor in economics. 

Svend Laursen is associate professor of economics at Brandeis University. 

Robert Laws has been promoted from assistant professor of industrial management to 
assistant professor of labor relations at the University of Tennessee. 

Choh-Ming Li, of Hongkong, China, is visiting professor of economics at the University 
of California in the current academic year. 

Erwin E. Liebhafsky has been appointed instructor in economics at Western Reserve 
University. 

Lin Lin has been appointed head of the department of economics of the College of 
Law, National Taiwan University (Taipei, Taiwan, China). 

Bertram H. Lindman, formerly consulting engineer with the Association of American 
Railroads, is now with Transportation Consultants, Inc., in Washington, D.C. 

Samuel M. Loescher has been promoted to the rank of assistant profesor of economics 
at Indiana University. — 

Arthur F. Lucas, of Clark University, has been acting as economic advisor to thé Select 
Committee on Small Business of the House of Representatives. 

Thomas J. Luck has been appointed assistant professor of labor in the department of 
business organization and operation of the University of Florida. 

Thomas Lynch has been appointed research associate in the Bureau of Business Re- 
search, University of Kentucky. 

Edna C. Macmahon has been granted a faculty fellowship from Vassar College for 
special study in the second semester of the current academic year. 
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George F. Mair has been appointed instructor in economics and sociology at Princeton 
University. 

Arthur A, Mandel is continuing as visiting professor of economics at the University 
of California, Los Angeles. 

Everett J. Mann has been appointed associate professor of accounting at Duke Uni- 
versity. 

Theodore F. Marburg, of Princeton University, has accepted a position as professor 
of economics and business administration at Hamline University. 

Yves Maroni has been appointed assistant professor of economics in the College of Arts 
and Sciences and the School of Business Administration of the University of Buffalo. 

F. R, Marshall has been appointed instructor in economics at Louisiana State University. 

Louis W. Matusiak, of the University of Illinois, has been appointed instructor in 
accounting at the University of Detroit. 

Lester B. McAllister, Jt., has reigned from Coe College to accept an appointment as 
a Carnegie teaching fellow in economics at the University of Oregon, - 

Leland W. McCloud, of the University of Texas, has been appointed assistant professor 
of economics and business administration and assistant director of the Bureau of Business 
Research at West Virginia University. 

Roy M. McCollom has been appointed instructor in accounting at the University of 
Idaho. 


E. V. McCollough has been appointed assistant professor of economics at Louisiana State 
University. 

Joseph P. McKenna, of Harvard University, has joined the faculty of the University of 
Minnesota as assistant professor of economics. 

R. J. McLaurin has been appointed instructor in accounting at the Alabama Polytechnic 
Institute. 

S. Sterling McMillan has been promoted to associate professor of economics at Western 
Reserve University. 

Clarence E. McNeill has resigned as chairman of the department of economics of the 
University of Nebraska. 

William H. McPherson, now consultant to the Federal Republic of Germany, under 
the Economic Cooperation Administration, will resume his duties at the Institute of Labor 
. and Industrial Relations of the University of Illinois in the second semester. 

Alexander J. Meigs is assistant professor of economics in the Institute of Science and 
Technology, University of Arkansas. 

Frederic Meyers has been promoted from assistant professor to associate professor of 
economics at the University of Texas. 

Donald C. Miller has been promoted to assistant professor of economics at the Uni- 
versity of California, Los Angeles. 

Robert Miller has been appointed instructor in the department of business statistics, 
University of Miami. 

Frederick T. Moore has resigned from the University of California to accept a position 
as assistant professor of economics at the University of Ilinois. 

James N. Morgan has been appointed lecturer in economics at the University of 
Michigan. 

Alexander J. Morin has resigned from the chairmanship of the department of eco- 
nomics of Fisk University to accept an appointment as research associate in the depart- 
ment of economics of the University of Chicago. 

Bruce R. Morris has been promoted to professor of economics at the University of 
Massachusetts. 

Frederick W. Morrissey has been appointed assistant professor of economics in the 
College of Business Administration of the University of Nebraska. 
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Olin T. Mouzon has been promoted to profeser of ecomomics at the University of 
North Carolina. 


John A. Muirhead has been appointed instructor in economics at the University of 
Minnesota. 


a 


Kalo E. Neidert, of Washington University, has joined the faculty of the University 
of Minnesota as instructor in economics. 

Carl L. Nelson has been promoted from associate professor to professor of economics 
at the University of Minnesota. 

Thomas A. Nelson has been appointed instructor in economics at the University of 
Minnesota. 

Robert A. Nelson, of Boston University, is studying at the University of Oslo, Norway, 
on « Fulbright award. 

Mabel Newcomer has been on a three months’ leave from Vassar College to work with 
the Economic Cooperation Administration Special Mission to Germany. 

ministration at Lake Forest College. 

at Clark University. 

Robert M. Norman has been appointed business research associate and instructor ir. 
statistics in the School of Business of the University of South Dakota. 

Douglas North has been appointed assistant professor of economics at the University of 
Washington. 

Robert W. Oliver has been appointed instructor in economics at Pomona College. 

Bernard M, Olsen has been appointed instructor in economics at Indiana University. 

Paul R. Olson has been named professor of economics and head of the department of 
economics at State University of Iowa. 

niversity 

Clyde W. Phelps has been appointed head of the department of economics at the 
University of Southern California. 

J. G. Pierce has joined the staff of the department of business organization and op- 
eration, University of Florida, as assistant professor of insurance. 

Lioyd F. Pierce is assistant professor of economics at East Tennessee State College. 

John Power has been appointed acting instructor in economics at Stanford University 
for the current academic year. 

J. R. Reddoch has been appointed instructor in business administration at Louisiana 
State University. 

Alfred Reifman, until recently deputy chief of the Program Review Division, Economic 
Cooperation Administration Mission to France, is now deputy chief of the Western Euro- 
pean Economic Research branch of the Department of State. 

Kenneth D. Roose has resigned from the department of economics of the University 
of California, Los Angeles, to accept an appointment at Oberlin College. 

Sixpon Rottenberg has been appointed director of the Labor Relations Institute of the 
University of Puerto Rico. 

Robert F. Royster, of the Port of Authority of New York, has accepted a position as 
lecturer in the department of economics of Northwestern University for the current aca- 
demic year. 

Raymond J. Saulnier, of Barnard College, has been granted a leave of absence for the 
winter session to serve as specia] consultant and chairman of the technical committee on 
real estate controls of the Board of Governors of the Federal Reserve System 
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Richard Scheuch, of Princeton University, has been appointed instructor in economics 
at Trinity College. 

Edward B. Schmidt, has been appointed chairman of the department of economics 
of the College of Business Administration, University of Nebraska. 

Esther Seiden has been appointed assistant professor of statistics in the School of Busi- 
ness Administration ef the University of Buffalo. 

A. M. Sharp has joined the staff of Alabama Polytechnic Institute as instructor in 
economics. 

Howard D. Sharpe, Jr., has resigned from Brown University to accept a position at 
Pennsylvania State College. 

Louis Shere served as tax adviser to the Bell Economic Mission to the Philippines last 
summer. 

Carl S. Shoup, of Columbia University, was elected president of the International Insti- 
tute of Public Finance at the annual meeting of the Institute at Monaco in September. 

Herbert E. Sim is assistant professor of economics in the College of Business Administra- 
tion of Butler University. 

Edward C. Simmons has been promoted to professor of economics at Duke University. 

Paul B. Simpson, of the University of Oregon, has been awarded a three-year Social 
Science Research Council faculty research fellowship. 

Caleb A. Smith, formerly of Wilmington College, has accepted an appointment as 
assistant professor of economics at Brown University. 

D. M. Smith, formerly of Louisiana State University, is now assistant professor of ac- 
counting at the University of New Mexico. 

Willard S. Smith, of Princeton University, has been appointed assistant professor of 
economics at Willamette University. 

William R. Spriegel has been named dean of the College of Business Administration, 
University of Texas. 

Anthony Stampolis, of Harvard University, has accepted an appointment as assistant 
professor of industrial management at the University of Detroit. 

Conrad Steward is an instructor in economics at the University of Tennessee. 

George W. Stocking has been on leave from Vanderbilt University in the fall semester 
to be visiting distinguished professor of economics at the University of Texas. 

John R. Stockton is director of the Bureau of Business Research of the University of 
Texas. 

C. Harold Stone has been given leave from the Industrial Relations Center, University 
of Minnesota, to serve on active duty with the U. S. Navy. 

George W. Summers, formerly of the University of Colorado, has been appointed 
instructor in economics at the University of Minnesota. 

Ben B. Sutton, formerly of the University of Wisconsin, has joined the faculty of the 
University of Minnesota as lecturer in economics. 

Charles T. Sweeney has been promoted from associate professor to professor of account- 
ing, College of Business and Public Administration, University of Maryland. 

Harold F. Sylvester has been promoted from associate professor to professor of 
business udministration, College of Business and Public Administration, University of Mary- 
land. 

Lawrence C. Taylor, of Vanderbilt University, is now instructor in economics at the 
University of Texas 

Walter Tharl, formerly of the University of Denver, has been appointed instructor in 
economics at the University of Minnesota. 

H. Jobn Thorkelson is an instructor in economics at the University of Connecticut. 
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George E. Tornwall has been appointed instructor in accounting at the University of 


Roswell G. Townsend has resigned from St. Lawrence University to be associate profes- 
sor and chairman of the department of economics at Wilson College. 

Joseph Trosper has been promoted from instructor to assistant professor, of finance at 
the University of Tennessee. 

Roy E. Tuttle, formerly of the University of California, has been appointed instructor 
in economics at the University of Minnesota. 

economics at the University of Minnesota. 

Lyder L. Unstad has been appointed associate professor of engineering administration 
at the Michigan College of Mining and Technology. 

John H. Urban has been appointed instructor in economics at Purdue University. 

James C. Vadakin, who has been on leave for graduate study at Cornell University, has 
returned to the University of Miami as assistant professor of economics. 

Salvatore Valentino has been appointed instructor in economics in the College of 
Business Administration of the University of Nebraska. 

Cornelis Visser, formerty of the University of California, has been appointed assistant 
professor of marketing at the University of Idaho. 

versity. 

James E. Walter has been appointed instructor in economic at Duke University. 

Basil A. Wapensky is instructor in economics in the School of Business Administration, 
Emory University. - 

Gordon S. Watkins has been appointed provost at the Riverside campus of the Uni- 
versity of California. 

Marshall D. Wattles, of Ohio State University, has been appointed assistant professor 
of economics at the University of Oregon. 

Carl F. Wehrwein has been appointed assistant economic commissioner of the Economic 
Cooperation Administration Mission in Austria, with headquarters in Vienna. 

Barton A. Westerlund has been appointed instructor in the department of business 
statistics and economics of the University of Miami. 

C. Arthur Williams has been appointed lecturer in statistics ard insurance in the School 
of Business Administration of the University of Buffalo, 

Frank Willems been promoted foom professer to amociste profemor of 
statistics at the University of Tennessee. 

Rheinhold P. Wolff has been appointed director of the Bureau of Business and Economic 
Research in the University of Miami School of Business Administration, 

Yue Kei Wong has been appointed research associate in the department of economics 
and social institutions of Princeton University. 

Howard W. Wright has been granted leave from the University of Maryland to serve 
with the Economic Cooperation Administration. 

Dallas M. Young has become chairman of the department of economics at Cleveland 
College, Western Reserve University. The former chairman, Marvin J. Barloon, will con- 
tinue in the position of divisiona) chairman and departmenta] chairman in the graduate 
school and the undergraduate colleges other than Cleveland College. 

Raymond H. Zulauf, formerly of the University of Michigan, is now assistant professor 
of accounting at the University of Detroit. 


VACANCIES AND APPLICATIONS 


a man to statustics, 
ecopomic principles, and to assist in 


Industrial analysts: The Tennessee Vi 
3 at entrance salaries of $5,400 and 


Economists Available for Positions 


economic bistory, international economics, ecomomit 


postgraduate wor cac under uate 
and universities; author and writer of may studies; neg ~~ 


for summer session, 1951. 


Economics of communication, business communication, editorial: Man, 3 
M.A. in journalism, University of Missouri, work on Ph.D. in economics. 
of research in marketing and management; also statistics, teaching, public pond mma 
editing, newspaper ; Major experience writing. poor ym part-time teaching or 
research with graduate in economics, psychology, and journalism. E246 


International economics, ples of ecomomict, money and banking, statistics, 
economic bistory, labor: 40, Pb.D., Univeriy of rank urt (Main); U. S, 
ight years experience 2s economist wi government 

private economic research organization; now teaching at "Eisen 


Accounting, labor economics and persounel, business management: Man, 45, married, 
Ph.D. university teaching and administrative experience. 


Formerly full professor and of department; employed at U. S. Department 
of om E273 


Economic theory, business cycle and monetary theory, public finance, international 
economics, comparative economic syitems: Man, 32, married, Ph.D. residence com- 
pleted. Six years as economist with leading research organizations; brief teaching 
experience. Research in Middle East economy. Secks research or teaching —_— 

78 


a5 eee universities and to others who are seeking wo fill vacancies. 
the applicants or following up the results. Office will mere afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
changes). optiona ae announcements to i 
name and address or to use a key number. Deadlines foc the four issucs of the Review 
are February 1, May 1, August 1, and November 1. 
~ Communications should be addressed to: The Secretary, American Economic 
| Association, Northwestern University, Evanston, Illinois. 
Vacancies 

Economic statistics: Leading university in the Middle Atlantic States area is sceking 
statistical laboratory. P143 
600 with provisions for automatic withio- 
grade increases to maximum rates of $6,400 and $7,200, respectively. Duties involve 
Y research and work with universities and institutions of the Valley on co-operative 
or economic barriers to such development in the region or subarea. Desired qualifica- 
2 tions are: general beckground of economic theory end statistical metbods with some 
research experience in industrial location economics, regional planning and develop- 
ment, economic geography, industrial organization, economic industry, or area studies. 
Interested candidates should write the Chief, Personnel Office Branch, Tennessee 

Valley Authority, Knoxville, Tennessee. 
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personality. Prefers post where 


Business administration, business law, organization and fmance, per. 

ment, insurance, real estate, the marketing gromp, economics: Man. married. 
sive teaching and administrative experience as Ceousemant i 

po he of business and economics of state university. 


Industrial and labor relations, business and mathematical statistics, social oe 
economics: Man, 38, Ph.D. Full experience in research, teaching, publications. 
university post teaching or research. E328 


Economics and business administration, economic history, labor, money and banking, 
economic principles, problems, accounting, marketing, retailing, bastwess law, manage- 
ment and labor relations, ofice management, business mathematics; Man, 38, married, 


B.S., graduate study. Three years law; experience in business and tenching, inctudi 
ness college; 2 years adviser state board of vocational education for adults. E336 


Ecomomic theory, money and banking, corporation <e, bosiness shatistics, govern- 
ment ang business, business administration; Man, 52, M.B.A., of 

2 years towards Ph.D. in econosnics, Iowa State. Three years of valuable teac 
experience; industcial experience. Available in winter, 1 E 


Economic planning, Soviet Russia and Eas: European economics: 38, married, 
master’s degree in law and economics from a European university; ing on Ph.D. 
im an American university. Desires teaching, research, or advisory position. E344 


PO. public faance, international economics: 
—— (magna cum laude). American citizen, with broad inter- 
adviser. Many publications and articles in three languages 

professor at state university ; av E346 


Economic theory, government and business, public law and public administration: 
Man, 35, married, M.A., completed all course irements for Ph.D. ramma cam 
laude honors. Associate editor of and feature writer for rile pans monthly publica- 
tion for 3 years; 44 years in Army; U.S. Government fiscal accountant 5 years; con- 
sultant, United Nations affairs, 1 year. Secks teaching position. Highest references 
and ratings. E347 


labor lagi. jom, gowerument and business, 
business cycles: Man, 36, Ph.D., University of California, Seven years of successful 
teaching experience; 6 years responsible positions with federal government. Desires 
position in or near metropolitan center. E349 


Comparative economic syslemi, inieraational eco event 
Lady, Ph.D. (samme com lende), University of Basie, laternational background; 
: perience as at Geneva Univessity, Switzerland; 4 years in this country on 
graduate and undergraduate level, East and West; 3 years as heed of department of 
economics in Western liberal arts college. Substantial research work; author of sev- 
visiteng professorship in economics im university of or collabo. | 
Poreign trade, localization, economic policy: Man, 48, Austrian, at preseat visiting 
policy (interventionist technique ) ; 
international experience (Austria, Low Countries, professorial status at 
a ternationa 
Extea- 
of 
1 ° 


Economic principles, Sian’ 50, i 
economics, shasistics: experience 

and at large university. Recom- 
position as assistant professor. 


Univentty of Chicago, year of 
dustrial relations, University of con- 
i arbitration cases for 22 


U. S. airlines organized into an industry i trial relations association. Available 
immediately for research or administrative in industral relations. E355 


principles and problems, economic theory, statistics, business cycles, eco- 

wi -time in con- 


Labor, social security, ed and theoretical statistics, economic bi simess 


- ; simultaneously lecturer in several 
arge Eastern universities; wide statistical on labor acquaintance; numerous publica- 
tions. Available for second semester, 1950-51, of later for teaching and research in 
college of university. E357 


Statistics, theory, industrial relations, finance: Man, 28, small family, working on 
Ph.D. dissertation, University of Chicago, with tentative completion date 1951. Three 
years ‘of college teaching experience; now associated with a Midwestern university. 
Can accept cither academic or nonacademic position. E358 


Economic theory, ecomomics of war, stems, 

banking and finance, business and indus istics: 

citizen, B.A., candidate for M.A. research assistant for science 

company for 2 years and experience as contro! clerk for aircraft factory, radio an- 

— phic map room assistant, and translator. Desires position as instructor 
cme eiibeh, preferably with opportunity for continuing graduate work. E359 


Economic principles, international wade, public control of business, money and bank- 
ing, bistory of economic thought, corporation finance, economic statistics, business 
cycles, business administration: Man, 24, B.B.A., M.S. and completed residence re- 
quirements for Ph.D., Columbia University. At present part-ti i i 

economics while completing Ph.D. program. Seeks teaching position. ——- 2 


Economic history, development of economic thought, government and business, trans- 
portation, public utilities, industrial relations: Mature woman, finishing doctoral 
dissertation this semester, Wide experience in business and 

university teaching experience; one year as assistant director 

research at large Midwestern state university; one year as head of department in small 
university. Available in spring, 1951. E361 


Corporation fimamce, international finance, investments, organization and manag 
ment and administration: Man, 25, B.A. (Honors) from India and M.B.A., Cornell. 
teaching or research instructorship at U. S. university to complete Ph.D.; or 
assignment with business house in large city, allowing for studies. Available in 
February, 1951. Write air mail. E362 


Economic , economic thon general conomic Mon tary 

27, B.A. (semma cum laude), New York 

fo Ph.D. at University. At present 

able in » 1950. E352 
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Santa Claus 


Billy was four and a half and as 
full of questions as a quiz program. 


But the telephone man didn’t 
mind. He had a little boy of his own 
and he knew how it was. Patiently 
he kept explaining every step as he 
installed the new telephone in Billy's 
home. 


Finally the job was done and he 
was about to make the usual call to 
the Central Office to be sure every- 
thing was in perfect working order. 

But it wasn’t the usual call this 
time. For it happened to be just a 
little while before Christmas and you 
know how excited a little boy of four 
and a half can get about then. And 
the installer and his co-workers at 
the Central Office had something 
specially arranged for just such a 
situation. 


“Would you like to talk to Santa 
Claus?” he asked. “Right now—over 
this telephone?” 


“Ooooh! Yesss!” said Billy. 

So the telephone man got the Cen- 
tral Office and asked Santa Claus to 
come to the telephone if he wasn't 
too busy making toys. Said there was 
a nice little boy named Billy who 
wanted to talk to him. By now Billy's 
eyes were big as saucers, but quick as 
a flash he had the receiver to his car. 
Next thing he knew, he heard a voice 
saying— 

“Hello, Billy. This is Santa Claus.” 

“Where... are . . . you?” asked 
a breathless little voice. 

“The North Pole,” said Santa. 

“Is it cold up there?” Etc. Etc. Etc. 

They talked for several minutes and 
there wasn't a happier lad in all the 
land than Billy. You can just bet 
those telephone people were pretty 
happy about it too. 


THIS IS A TRUE STORY of how a telephone installer spread glad- 
ness among little bovs and girls wherever he found them in the homes 
he visited during the pond _ wht period. . . . Nobody asked him 
and his Santa Claus conspirators in the Central Office to do it. It was 


their own idea — and just another example of the friendly spirit of 
telephone people. . . . Wherever they are, and whatever they do, they 
aim to serve you not only with efficiency but with courtery and 


consideration as well. Bell Telephone System 


“The little boy who 
“talked ‘ore 
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McGraw: Hill Books 


ECONOMICS OF AMERICAN INDUSTRY 
New Second Edition 
By Evan B. ALpearer and H. E. MicHt, Wharton School of Finance and 
Commerce, University of Pennsylvania. 714 pages, $5.50 
A thorough revision and modernization of this successful college text, with ap- 
praisal and interpretation of recent developments in our industrial structure. 


NATIONAL SECURITY AND INDIVIDUAL FREEDOM 
By Harotp D, Lassweit, Yale University. 259 pages, $3.50 

Examines the fundamental values of democracy in the conflict between democracy 

and statism and considers the crisis of defense and government control as they 

affect civilian supremacy, freedom of information, civil liberties and a free 

economy. 

NATIONAL LNCOME BEHAVIOR 


An Introduction to Algebraic Analysis 


By THomas C, SCHELLING, Economist with the Office of the Special Rep- 
resentative in Europe. Economics Handbook Series. 294 pages, $4.50 


An introduction to the mathematics of macro-economics (Keynesian national 
income analysis), this text develops from their very beginning the algebraic 
methods and the related analyses of business cycles and fiscal policy. 


INTRODUCTION TO STATISTICAL ANALYSIS 


By Witram J. Dixon and FRANK J. Massey, Jr., University of Oregon. 
In press. 
This unique text presents the basic concepts of statistics in a manner which will 
show the student the generality of the application of the statistical method. Both 
classical and modern techniques are presented. 


AIR TRANSPORTATION—TRAFFIC AND 
MANAGEMENT 
By THomas WoxrFs, formerly of Pan American World Airways. 725 


pages, $8.00 
This valuable book covers today’s three most important postwar phases of the 
industry—-economics, revenue and sales--and analyzes international as well as 
domestic traffic problems, 


Send for copies on approval 


McGraw-Hill Book Company, Inc. 
330 West 42nd Street New York 18, N. Y. 
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© WHAT is the dollar shortage? 
© WHY is there a shortage? 
© WHAT'S to be done about it? 


Here's an enlightening study of — 


THE DOLLAR SHORTAGE 


By 


CHARLES P. KINDLEBERGER 
Associate Professor of Economics, 
The Massachusetts lastitute of Technology 


are part of a single larger pattern. While these di 
times offset one another, Dr. Kindleberger believes operate a 
t deal of the time in the same direction to produce the dollar 
is is one of the The Massachusetts Institute of Technology 
OGY PRESS PUBLICATIONS. 


The Problem. United States Exports. United States Imports. United 
States Capital Exports. The Cyclical Shortage of Dollars. The Secular 
Shortage of Dollars. Structural Disequilibrium. Dollar Shortage? Mone- 
tary and Fiscal Policy. Exchange Policy. Trade Policy. International 
' Lending. Appendix: The Distribution of Iacome, Political Equilibrium, 
and Equilibrium in the Balance of Payments. 


December 1950 276 pages $4.00 
Send for copy on approval 
JOHN WILEY & SONS, Inc. 


440 Fourth Avenue New York 16, N.Y. 
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a 
Author provides a framework for the study of the problem— 
Few economic problems have approached the worldwide significance 
end gusty of Satan is Bis book 
to set up an analytical f, for the study of this problem. In doing 
; so, he takes a different angle of approach from many other economists. : 
: Most writing in the field of international trade assumes that the system ' 
ws why equilibrium may wot be the normal sate of aff airs. i 
Previous writers have tended to emphasize one or another source of : 
disturbance to equilibrium in international relationships. A feature of F 
The Dollar Shortage is its demonstration that cyclical and secular dis- 4 
turbances are interrelated, and that even some changes regarded as random ' 
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A RECONSTRUCTION 
-OF ECONOMICS........ 


By KENNETH £. BOULDING, Professor of Economics, 
University ef Michigen 


Professor Boulding presents an original 
approach to economic theory, through 
assets and the balance sheet rather than 
through income and the income account. 


Part |: The Theory of the Firm 


The author presents proof that the usual theory of the firm is deficient 
in capital theory, since it treats the firm as a simple income account. 
To overcome this weakness, he introduces the balance sheet as the cen- 
tral analytical concept of economics. 


His analysis of the individual economic organism involves two things : 
the description of the alternatives open to it by means of an opportunity 
function ; and the establishment of a “preferred point” on the opportunity 
function which is in some sense an equilibrium point. 


Part Il: Keynesian Macroeconomics 


Professor Boulding er to rectify certain defects he sees in 
Keynesian economics, t a system of macroeconomic 
analysis which is ie Md me conceptual confusions. As in Part 
balance sheet identity. 


Chapter 14, A Macroeconomic Theory y Fyne py is perhaps the 
most important chapter in the book. Cte Ips to fill a significant gap 
in the structure of economic analysis. 


Part 1—Microeconomics Part I1-—-Macroeconomics 
. An Eeological Intreduction 10. The Nature and Significance of 
. The Individual Social and Eco Economic Agsregates 
nomic Organism 11. the Structure Macroeconomic 
The Theory of the Economic 
Organism 
The Marketer in an Imperfect 
Market 
The General Theory of Preference 
. The Theory of Production 
Gambling and Insur- 


The. Theor of Consumption 
‘The Equillria of Preduction and 
Consumption 


on > Ne 


September, 1950 
We send your epprevel copy promptly on reqves? 
JOHN WILEY & SONS, INC., Dept. AER 


440 Fourth Avenwe, New York 16, N.Y. 
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Hole Texts for Second Semester 


Financing Government -rird cation 


Harotn M. Groves, University of Wisconsin 
Teachers have commended the revised edition of thie leading text for 
its greater emphasis oo fiscal policy and economic theory and its thorough 
coverage of all the A ages aspects of public finance. Stress is placed 
on priaciples, and the approach is analytical rather than descriptive. 
Professor Groves reflects in bis revision the sharp trend towards em- 
i the Graphic materia 
readings provide helpfu 
645 pages $4.50 
“Professor Groves has made some genuine improvements upon what was 
already a superior text. With respect to the practical workings of the 
various taxes, it is pechove the best text available. It is much improved 
as to treatment of fiscal policy."—Trey J. Cauley, Indiana University 


“Meets the same high standard set by the author in the first and second 
editions. . . . The sane treatment of fiscal policy is a welcome addition.” 
L. Edazia Smart, Ohio State University 


Viewpoints on Public Finance 


Harotp M. Groves, Editor 


A stimulating collection of 127 readings in public finance, notable for its 
breadth of view and the high caliber of the authors represented. 


1967 724 pages 34.25 


Business and Government 
E. Dimocx 


A keen and objective analysis of government regulations of business 
and of the role of government in present-day American economy. After 
a thorough descri of the institutions of business and of govern- 
ment, the author focuses attention on current major issues of national 
interest and a Equal emphasis is given to formulation of 
policy and a 1949 840 pages $4.90 
ety Pl has been pursued with great skill, clar 
of presentation, and healthy balance. It deserves, and should have, “2 
andi to business and government. Those who 
read and study it will be well rewarded.” George A. Steiner, Uni- 
versity of Mlinois, in The American Economic Review 


“... highly readable, singularly informative, objective but modern in 
analysis, critical yet fair and just, + y all stimul I unre- 
servedly recommend it.”—Theedore J. Kreps, Stanf Usiecrsity 


Henry Holt and Company 7" 
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Basic Economics 
A Macro- & Miero-Analysis 
by GEORGE HEBERTON EVANS, JR., The Johns Hopkins University 
“This text has filled a loeg-felt need for relating on 4 primary level the macro- and 
micro-analysis approach to the study of economics. Por those who find interest in the 
broader aspects and those who are not primarily concerned with the more technical, 


this text has not been surpassed.” ; 
—Avo.er H. F. Srepnan, Retgers University 


440 pages, 70 tables, 60 charts; $3.50 text 


Competition Among the Few 
Oligopoly and Similar Market Structures 
by WILLIAM FELLNER, University of California 


“This is the most significant development in oligopoly theory since Chamberlin’s Theory 
of Monopolistic Competition. In addition to theoretical skill, it shows sound judgment 
about the limitations of theoretical reasoning and the realities of business behavior, 
It is a fine piece of workmanship from first to last.” 

—Luiorp G. Yale University 

344 pages, 19 charts; 94.50 text 


Economic Planning 
The Plans of Fourteen Countries with Analyses of the Plans 
by SEYMOUR E. HARRIS, Harvard University 


“This volume makes easily available 2 wealth of material otherwise inaccessible to 
the college student. The author's introductory analysis adds much to the voderstanding 


of the nature of economie planning.” 
—Sar A. Levitan, The Annals 


590 pages; $4.50 text 


Spending, Saving and Employment 
by H. GORDON HAYES, Ohio State University 


“Allin all, this is by far the most intelligible, informative, and generally satisfactory 
presentation of non-Puclidian economies that has appeared to date.” 


--C. B. Arngs, The Southwestern Social Science Quarterly 
269 pages; $2.25 text 


Examination copies on request 
ALFRED A. KNOPF, Inc. 501 Madison Avenue New York 22 
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The ECONOMY of LATIN AMERICA 
WENDELL C 


Emphasis on the feasibility of industrial development and 4 at 


of international investment on internal economics rather than mere 
factual descriptions of geography, resources, or population, $5.50 


ECONOMIC SURVEY of EUROPE, 1949 


conditions tor the Whol continent 4 


ECONOMIC BULLETIN for EUROPE 


Retions 


ECONOMIC SURVEY of ASIA and the 
FAR EAST, 1949 


changes and developments in this area. More than 135 tables and maps 
A United Nations publication $5.00 


The Organisation for European Economic Co-operation has appointed 
International Documents Service American sales agent for its publi- 
cations. Write for checklist. One of its important documents is: 


EUROPEAN RECOVERY PROGRAMME 
SECOND REPORT OF THE QEEC 


The “half- report of Marshall Plan aid, recording the progress 
made in the two years and assessing the prospects for the next 
two years. pa. $3.00 


COLUMBIA UNTVERSITY PRESS 
2960 Broadway New York 27 
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RUSSIA’S SOVIET ECONOMY 


By Harry Schweortz, Associate Professor of Economics at the 
Maxwell School of Citizenship, Syracuse University 


Hew much coel end vrenium dees the USSR produce? What are the possibilities 
of atomic power in the USSR? What is the ideciegical basis of Soviet eco- 
nomices? These ere among the mony pertinent questions enswered in this 
timely new book. A completely objective end honest evalvation of the strength 
and effectiveness eof the Soviet economy, this new beok oppeers at « significant 
tiene in the histery of the werld economy. Professer Schwert: cencentrates on 
presenting fects chevt the Seviet economy, facts about its origins, organize- 
tien, end eperetions, well decumented end besed primarily on current re- 
seerth. Fects rather then opinions make objectivity the significent cheracter- 
lotic of the study. 


Seme of the materia! covered incivdes: surveys on Morxist-Leninist-Stalinist 
ideology, pre-Seviet economy, the Seviet Gnencie!l system, end the eveil- 


bility end distribution of majer naturel resources. 
Publiched December 1950 544 poges vue 


OUR MODERN BANKING AND 
MONETARY SYSTEM, Second Edition 


By &. G. Thomas, Purdue University 


With the seme thereughness end clerity of the earlier edition, the new 
second edition gives students @ sound treatment ef the nature and operation 
of evr money end benking system, and a survey of medem monetary problems. 
In the revision, the evther hes reoriented the appreach end material of the 
book te incerperete menetery end benking preblems ef the pest-war era, 
and hes ergenized the beek in 10 flexible ports. The foreign exchange and 
international price sections of the beck heave been expanded te cover the 
post-wer problems of exchenge control, bileteralism, attempts te restore 
mvitileterel trede, ond the piece of the International Fund ond the Inter- 
national Benk in the post-wer picture. 


Published 1950 650 poges 6" «x9 


Send for your copies today! 
PRENTICE-HALL, INC. (| 70 Fifth Avenue, New York 11, N.Y. 
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PRENTICE-HALL, INC. 


CORPORATE CONCENTRATION AND 
PUBLIC POLICY, Second Edition 


By Harry L. Purdy, Director of Research, British Columbia 
Electric Railway Co., Lid., Martin L. Lindahl, Professor of 
Economics, Dartmouth College, and William A. Carter, Chair- 
man of the Economics Dept. Dartmouth College 

Like the First Edition this revision is designed fer vse os @ basic text in 
Gevernment and Business, Corporations and Trusts, and Menepolies. 

New feetures ere: 

@ The addition of several new industries te its anelyses end expension of 
its treotments of ethers. 

New chapters covering Petroleum Products, Sviphur, Expert Associations 
and Cartels. New sections on the Autemebile and Mickel industries. 


© Applications ef the Sherman Act te insurence, Rellread, Laber and Foreign 
Trede thet heve been meade since the First Edition wes published ore fully 
covered. 


© Closer examination ef price discrimination. 
@ The Public Policy Section has been rewritten in the light ef recent events. 


FISCAL POLICIES AND THE 
AMERICAN ECONOMY 


Edited by Kenyon E. Poole, Professor of Economics, North- 
western University 


System en 
Business, Gordon Keith, University of Pennsytvenia; The Fiscal System, the 
Distribctien of inceme, end Public Welfere, John Adler, Federal Reserve Bank 
of New York; International Aspects of Fiscal Policy, Fetter, Northwestern 
University. 

Published December 1950 544 peges 8%” 


Send for your copies today! 
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70 Fifth Avenue, New York 11, N.Y. 


4 
@ The mest recent dete heve been odded te the tobles reictive te corpere- 
tien material and industry studies. ; 
Published 1950 727 peges 6” x 9 
This is a penetrating study of the verieus economk and political considerations ; 
affecting Federal fiscel policy. Nine speciotists have contributed chepter 
each thus offering well bolenced picture of the subject. 
Contents: 
Bockgreund end Scope of U.S. Fiscal Policies, Kenyon Poole, Northwestern 
University; Problems Relating te the Meney Supply, Relend Rebineen, Nerth- 
western University; Cyclical end Seculer Stability, Henry Oliver, indiene Uni- 
versity; Debt Menegement, Henry Murphy, international Menetery Fund, 
Weshingten, D.C.; Public Expenditures: Trends, Types, Etc., John Dve, Univer- 
sity of ilinois; Effect of Recent Fiscal Policy on Finencial institutions, Merry 


By Richard B, Tennant 


This outstasding coatribation to the study of monopolistic issues of 
public policy, ls an economic analysis and historical approach to the 
relatively new cigarette industry which explains its development, struc- 
ture, and behavior. Professor Tennant shows how advertising serves as 
the principal instrument of market tactics and the most important ia- 
fluence on market structure, and also suggests reforms or limits to govern- 
ment intervention. 95.00 


At your bookseller, or 


YALE UNIVERSITY PRESS 
New Haven 7, Conn. 


Two new books: 


» GOVERNMENT REGULATION OF BUSINESS 


By Ronald A. Anderson 
A textbook for college students emphasizing the legal, historical, 
social, economic, and political aspects. 
Pustic FINANce 
By Bennett and Lippincott 
A textbook for college students with related financial and economic 
problems and a wide coverage. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economk Education) 


CINCINNATI 2 NEW ROCHELLE, N.Y. 
CHICAGO 5 SAN FRANCISCO 5 DALLAS 1 
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Reporting the First Comments and Reviews 
on Two New Harper Texts in Economics 


GOVERNMENT AND BUSINESS 


By VERNON A. MUND, University of Washington 


“I believe it to be the best textbook for economics courses in Government 
and Business which deal primarily with government regulation.” Epwin 
E. Wrrra, Usiversity of Wisconsia 

to the hts the ‘Geld of tnd 
business. The writing is lucid and lively throughout.“—Avuoisy H. F. 
STEPHAN, Raigers University 

“An admirable book on business elephantiasis. His coverage is broad: it 
would be difficult to discover a serious omission in the feld of govern- 
ment control of E. Harnis, Harvard Usiversity, in 
Saturday Review of Literature 

“An excellent text. It is scholarly in its treatment, well written, and elabo- 
rately documented.”—-Foap P. Hatt, Indiana University, in The Annals 
of the American Academy 


643 pages $4.73 


ECONOMICS OF TRANSPORTATION 


By Marvin L. Fam, Tulane University 
and Ernest W. Jr., Columbia University 


“The book is well-organized, well-written, and well-documented, and the 
treatment is judicial. That it will be widely employed as a texthook may 
be safely predicted.”—-Euior Jones, Stanford University, in Annals of 
the American Academy 

“One of the most importast and thorough of the works on this special 
subject to reach this office, Beautifully organized from history to current 
problems and treating transportation always and correctly as a pattern 
_ into which airplanes, railroads and all other carriers must be integrated.” — 
Aero Digest 

“A most complete and balanced treatment of the economics of the Ameri- 
can transportation system—reil, sir, water, highway, and pipeline. 
Unusually thorough in its treatment of some of the more important aspects 
of the subject."—The Management Review 


743 pages $5.50 
HARPER & BROTHERS PUBLISHERS 
49 East 33d Street New York 16, New York 
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These fourteen books comprise some of the most important writing on 
selected topics in American historical development—veluable ma- 
terial in inexpensive form. Each volume presents opposing viewpoints 
on 6 single controversial issue in our history. 


PROBLEMS IN 
AMERICAN CIVILIZATION 


compiled by the American Studies Staff of Amherst College 


Puritanism in Early America 
The Causes of the American Revolution 
The Declaration of Independence and the Constitution 
Hamilton and the National Debt 
The Turner Thesis Concerning the Role of the Frontier in 
American History 
Jackson versus Biddle—The Struggle over the 
Second Bank of the United States 
The Transcendentalist Revolt Against Materialism 
Slavery as a Cause of the Civil War 
Democracy and the Gospel of Wealth 
John D. Rockefeller—Robber Baron or 
Industrial Statesman? 


Roosevelt, Wilson, and the Trusts 


Pragmatism and American Culture 
The New Deal-—Revolution or Evolution? 


Industry-wide Collective Bargaining—Promise or Menace? 


Each about 125 pages Price $1.00 


D. C. Heath and Company 


COLLEGE DEPARTMENT 
285 Columbus Avenue Boston 16 
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ECONOMIC DYNAMICS: 
An Introduction 
By William J. Baumol 


eral student some of the most important recent deve = 
ments in economic theory and to provide him with the t 

ni he may employ later in his own research. To Be Pub- 
lished, Early 1951 


PRINCIPLES OF BUSINESS 


AND THE FEDERAL LAW 
By Franklin H. Cook 


AMERICA’S ECONOMIC GROWTH 
Third Edition 
By Fred Albert Shannon 


This well-known standard text has been brought u 


with adequate cov of the vast economic opments 
during the period of World War II. The conflict between ad- 


vocates of a controlled arerg = | and free enterprise is 
graphically portrayed. Coming February-March 


SOCIAL ECONOMY 
AND THE PRICE SYSTEM 


An Essay in Welfare Economics 


By Raymond T. Bye 
This book gets behind the mechanics of price theory to its 
social implications and sets forth a fairly comprehensive pro- 
gram of economic welfare. The author explains the basic 
criteria of economic welfare and then analyzes the price sys 
tem as a means of attaining those standards. $3 


THE MACMILLAN CO. 
60 Fifth Avenue, New York 
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FOUR ECONOMICS BOOKS 
This book teaches the student the constitutional and legal : 
principles governing the relationship between government i 
and business and government and Ghee ened 
trace the development. To Be Published, Spring 1951 i 


GEOGRAPHY in the 
20th CENTURY 


edited by GRIFFITH TAYLOR 
University of Toronto 


This volume of over 600 pages is the work of twenty authors, each of 
whom is a specialist in the section with which he deals. Its aim is to 
study the growth, fields, techniques, aims and trends of geography. 
Chatacteristics of its evolution since 1900 are stressed. 


FROM THE CONTENTS— 
Pert |—EVOLUTION OF GEOGRAPHY GEOGRAPHY AND TROPICS 
AND ITS PHILOSOPHICAL BASIS Kari Pelzer 
GEOGRAPHY AND REGIONALISM 


Harrison Church 
THE GERMAN SCHOOL OF GEOG. 
RAPHY 
8. Van Valkenburg 
THE WEST 
J. Kral sad J. acki 
ENVIRONMENTALISM AND POSSIBIL- 


G, Tatham 


Part ENVIRONMENT AS A 
FACTOR 


THE OF GEOMORPHOL- 


ASPECTS OF METE- 
PF. K. Hare 


CLIMATIC INFLUENCES 
Stephea Visher 


SOILS AND GEOGRAPHICAL 


SIGNIFICAN 
D. F. Putnam 


SETTLEMENT BY THE MODERN PIO- 


Isaiah Boman 


GEOGRAPHY AND ARCTIC LANDS 
A_L. Washburn 


EXPIORATION OF ANTARCTICA 
Gothth Taylor 


LAND USE SIEVEYS WITH SPECIAL 
REFERENCE TO BRITAIN 
Dudiey 
Pert FIGLDS OF GEOG- 
RAPHY 


GEOGRAPHY IS A PRACTICAL SUB. 


D. PF. Putnam 


G RAPHY AND EMPIRE 
arles Fawcett 


RACIAL GEOGRAPHY 
Taylor 


SOCIOLOGICAL ASPECTS OF 


GEOGRAPHY AND AVIATION 
Ellsworth Huatisgton 
OF THE GEOGRAPHICAL 


J. K. Wright 
GEOGRAPHY IN PRACTICE IN THE 
GOVERNMENT, WASH- 

John K. Rose 


rifath Taylor 


Grilath Taylor 


56 charts, maps and illustrations with a glossary of geographical terms. $8.75 


USED AS TEXT IN LEADING UNIVERSITIES. 
Expedite shipment by prepayment. 
Special student bulk rate om 10 of more. 


PHILOSOPHICAL LIBRARY ¢ Publishers 
15 East 40th St., Desk 224, New York 16, N.Y. 
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A Selected List of Books 
Jor the Second Semester 


APPLIED ECONOMICS 4th Edition 
By Raymond T. Bye, University of Pennsylvania; 
and William H. Hewett, University of Cincinnati 


A clear treatment of the application of economic principles 
to the problems of our present-day economy. 718 pp. $4.25 


ECONOMICS AND PUBLIC UTILITIES 


By Eli Winston Clemens, University of Maryland 
An up-to-date, well-balanced discussion dealing with theory, 
principles, and practices. Illustrated. 768 pp. $5.75 


LIFE INSURANCE 4th Edition 


By S. S. Huebner, University of Pennsylvania 


A widely-used text explaining the nature and uses of life 
insurance for personal, family, and business welfare. 599 pp. 


$4.50 


TRANSPORT FACILITIES, SERVICES AND 
POLICIES 
By the late Emory R. Johnson 


An overall picture of the accomplishments, present policies, 


and future problems of American transportation. 409 pp. 
$3.50 


ESTATES AND TRUSTS 


By Gilbert T. Stephenson 
A basic, comprehensive text focusing on the practical needs 
of individuals, rather than business. 450 pp. $5.00 


MONEY AND BANKING 
By Weldon Welfling, Simmons College 


A realistic, sound approach to the analysis of the role of 
money in modern society. 631 pp. $4.50 


APPLETON-CENTURY-CROFTS, INC. 
$5 West 82nd Street, New York 1, New York 
Please mention Tus Amznican Economic Revinw When Writing te Adwertisers 


Harvard Economic Studies 


MON ETABY PROBLEMS 
of an EXPORT ECONOMY 


The Cuban Experience 1914-1947 
By Henry Christopher Wallich 


This book examines the working of monetary forces in an “ex- 
port economy” in the light of the experience of Cuba whose wel- 
fare is a goal of the “Point Four” program. The study is divided 
into two ma ~~ sections—one descriptive and historical, the other 
analytical, first section begins with an over-all appraisal of 
what the Cuban economy is, and what it does, and proceeds to re- 
view Cuban monetary events and policies since 1914, In the second 
half of the book, the author discusses the forces that gove:n the 
Cuban economy, and brings modern economic anal 

upon the peculiarities of a monocultural export economy. 


THE DEVELOPMENT of the 
AMERICAN GLASS INDUSTRY 


By Pearce Davis 


The first economic history of the development of the American 
glass industry from small-scale handicraft to full-blown mass preduc- 
tion. It includes a comprehensive study of effects of American tariff 
policy and organized labor upon that development. 

316 pages, index. $6.00 


AGRICULTURE and INDUSTRIALIZATION 


An Inquiry into the Adjustments That Take Place as an 
Agricultural Country Is Industrialized 


By Pei-Kang Chang 


With particular reference to China, the author brings the theory 
and history of economics together in the first systematic study of 
adjustments between agriculture and industry during the process 
of industrialization in an agricultural country. 270 pages, index. $5.00 


The Harvard Economic Studies now comprises 
88 volumes covering a wide variety of aspects 
economic history and theory. A com list 

be furnished upon request. 


HARVARD UNIVERSITY PRESS 
Cambridge 38, Massachusetts 


> > 
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THE WAGE ADJUSTMENT 
BOARD 


By John T. Dunlop and Arthur D. Hill 


| national and international emergen- 

cies may well revive the need for public regula- 
tion of building and construction. This book has there- 
fore both a wartime and a peacetime significance. It 
analyzes and evaluates the work, the policies, and the 
decisions of the Wage Adjustment Board, the wartime 
stabilization agency in the building and construction 
industry, emphasizing those persistent features of col- 
lective bargaining which are of general interest and 
which must be taken into account by any public 
policy in this vital sector of our economy. $3.50 


THE RURAL ECONOMY OF 
| NEW ENGLAND 


A REGIONAL STUDY 
By John Donald Black 


This pioneering study of the whole of New England's 
rural economy today analyzes in highly realistic terms 
the agricultural, forestry, and other land uses of the six 
states against the background of their evolution, and 
in relation to industry and trade. Mr. Black describes 
in detail how the economy is organized and how it 
functions, and thoroughly explores the outlook for the 
future: he shows that rural New England, both as a 
place to earn a living and as a good place to live, has 
excellent potentialities for further development. — 
796 pages, 155 charts in text, 123 tables, $7.50 


At all bookstores, or 


HARVARD UNIVERSITY PRESS 
Cambridge 38, Mass. 
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National Bureau of Economic Research ———Y 
1819 Broadway New York 23, NY. 


Books 


What Happens during Business Cycles: A Progress Report 
Wesley C. Mitchell 304 pages 45tables 7 charts $4.00 


Inventories and Business Cycles, with Special Reference to Manu- 
facturer’s Inventories 
Moses Abramovitz 672 pages 116tables 102 charts $6.00 


Impact of Government on Real Estate Finance in the United States 
Miles L. Colean 190 pages $2.50 


Urban Mortgage Lending by Life Insurance Companies 
R. J. Saulnier 202 pages 36tables charts $2.50 


Studies in Income and Wealth, Volume Thirteen 
Conference on Research in Income and Wealth 544 pages $6.00 


Taxable and Business Income 
Dan Throop Smith and J. Keith Butters 
368 pages 28tables Gcharts $4.00 


The Transportation Industries, 1889-1946: A Study of Output, Em- 
ployment, and Productivity 
Harold Barger 320 pages 38tables 25 charts $4.00 


Occasional Papers 


Statistical Indicators of Cyclical Revivals and Recessions 
Geoffrey H. Moore 104 pages 17 tables 10 charts $1.50 


Cyclical Diversities in the Fortunes of Industrial Corporations 
Thor Hultgren 40 pages 7 tables 12 charts $0.50 


Employment and Compensation in Education 
George J. Stigler 88 pages 40 tables 8 charts $1.00 


Behavior of Wage Rates during Business Cycles 
Daniel Creamer 72 pages Scharts $1.00 


Shares of Upper Income Groups in Income and Savings 
Pi P 


Simon Kuznets 72 pages 21 tables 1 chart $1.00 


Information on subscription rates and a complete list of publications 
will be mailed on request 
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Public Finance 


M. SLADE KENDRICK, Cornell University 


® balanced approach to traditional and newer thinking 
The problems that have long been regarded as the essentials of 
the subject are treated, yet recognition is also given to the effect on 
the economy at large of the present-day scale of taxation, expen- 
diture, and borrowing. 


® logical organization 
The author moves steadily from the “objective” tax, that on prop- 
erty, to the “subjective” tax, that on personal income, and each 
chapter opens with an outline of its content. 


® noteworthy contribution of the author's prac- 


tical experience 


© unusually clear presentation of fiscal policy 
and the economics of taxation 


® unique historical approach to state and fed- 
eral taxation 


® thorough treatment of property, estate and 
inheritance, business, and income taxation 


The INSTRUCTOR'S MANUAL for Pwhlic Finance will be 
found helpful by everyone using the book as a text. It contains a 
general introductory note for each chapter, outlining the most 
important points and explaining the method of treatment, in ad- 
dition to questions for class discussion and tests and quiz topics. 


HOUGHTON MIFFLIN COMPANY 


Boston New Yort Chicago Dalles Sen Francisco 
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Modern Industry Books 


Just Out! 


BUDGETARY CONTROL 


By Walter Rautenstrauch 
and Raymond Villers 


Members of the Faculty, Department of 
Industrial Engineering, Columbia University 


POWERFUL management tool, which can be used to forecast and con- 
trol the future income and expense of a business. Revolutionary new 
Sales Mixture Chart. 53 forms and figures. 24 tables. $5.00 


By the same authors: 


THE ECONOMICS OF 


INDUSTRIAL MANAGEMENT 


A new approach to the problem of how a businessman can stay in business. 
With Break-Even Chart. 82 charts; 62 tables. $5.00 


THE LAW OF FREE ENTERPRISE 
By Lee Loevinger 


lorson, Loevinger and Lindquist 
DIAGRAM of the legal framework of the American economic system. 
For those who live and move within that system, this book presents 
an outline of the area of freedom for individual enterprise. “The best 
guide I've seen for the businessman through the tanglewood of trade prac- 
tice.”-- Leon Henderson $5.00 


FUNK & WAGNALLS COMPANY 
153 East 24th Street, New York 10, N.Y. 
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The first comprehensive 


study of the long-range 
effects on world economy 


of atomic power 


Eeonomie 
Aspects of 
Atomie Power 


AN EXPLORATORY STUDY 


Directed by SAM H. SCHURR and 
JACOB MARSCHAK 


HIS VOLUME by economists of the Cowles Commis- 
sion, besides considering the implications of atomic 
power on world economy, includes an analysis of the char- 
acteristics of atomic power, and its future effects on residen- 
tial heating and on the industries producing coal, oil, elec- 
tricity, aluminum, iron and steel, cement, bricks, railroad 
transportation and many other items. The final chapter 
discusses the possibilities of atomic power in industrializa- 
$6.00 


At your bookstore, 
PRINCETON UNIVERSITY PRESS 
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See these NEW and Forthcoming 
Blakiston Texts at the A.£. A. Meeting 


Tinbergen’s ECONOMETRICS 


book is the first text in 
English for an introductory course in 
econometrics. Translated from the well 
known Dutch work, it has been revised, 
enlarged and brought completely up-to- 
date 

Written by an outstanding economist, it 
presents the basic information in a clear 


This new 


and concise manner. No previous knowl- 
edge of mathematics beyond elementary 
algebra is required for a complete under. 
standing of the subject. 

In addition to its use in an introductory 
econometrics course, it is ideally suited 
as a secondary text in economic prindples, 
theory, or business cycle theory courses.’ 


Zeuthen’s ECONOMIC THEORY AND METHOD 


\ revised, enlarged and up-to-date 
translation of a widely-used Danish book 
of modern economic theory for advanced 
students. 

It uses both micro.and macro economics 
in its approach to the subject—a dis 
tinguishing and outstanding feature. In- 
cluded in its four parts are up-to-date 


discussions of the use of statistics and 
mathematics in economic theory, the re- 
lation between economics and politics, the 
significance of money, capital and interest 
and problems of demand and production. 

The diagrams and extensive references 
are invaluable aids in the study of this 
subject. 


Lewis’ ECONOMIC SURVEY 1919-1939 


\ brief but excellent survey of the two 
decades between the wars by an outstand- 
ing economist. Written in a very readable 
manner, it records the events of those 
2) years their causes and results. 

[he text is divided into three parts. 
Part contains brief chronological 
survey of the events with emphasis on 
cyclical movements Part Il deals with the 
most interesting national experiments de- 


NEW 

A.E.A. Readings Volume 

RFADINGS ON MONETARY 
THEORY is Volume V of the series 
of republished articles. It contains 
atticles on monetary theory and 
policy written since 1930. Its exten 
sive bibliography is extremely useful 
to the reader 


Send for your copy of Blakis- 
ton's new 1951 Economics 
Catalog. 


veloped by Great Britain, Germany, 
France, the United States, and the Soviet 
Union. Part III includes the trend in 
world economic development, comparing 
the inter-war years with the pre-war years 
in search of fundamental change. The 
numerous references and an_ extensive 
bibliography add to the completeness of 
the text. 


Not Attending the Meeting?—Re- 
serve Your Examination Copies To- 
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Survey of 
U.S. International 
Finanee: 1949 


Prepared by 
INTERNATIONAL FINANCE SECTION 
PRINCETON UNIVERSITY 
GARDNER PATTERSON, DIRECTOR 


THE FIRST of a series of annual volumes giving 
facts and interpretations on the international finan- 
cial policies and activities of the United States, in- 


cluding its role in the International Bank, ECA, the 


UN Economic and Social Council, etc. $ 1.75 


At your bookstore 


PRINCETON UNIVERSITY PRESS 
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ECONOMIC SYSTEMS: A Comparative Analysis 
George N. Halm, Fletcher School of Law and Diplomacy 
Analytical rather than descriptive, this new book emphasizes theory rather 
than ever-changing institutions. Among topics covered are discussions of 


socialism and economic planning, aspects of capitalism, and the problem 
of employment. probably 350 pp., $4.00 


COMMERCIAL TREATIES AND AGREEMENTS: 


Principles and Practices 
Harry C. Hawkins 


This book is an analysis of provisions commonly included in international 
treaties and agreements dealing with the treatment to be accorded to the 
nationals or corporations, the vessels, and the goods of the party or parties 
to which commitments are made. probably 256 pp. $4.00 


two new revisions for sprung publication 


PRINCIPLES OF ECONOMICS, Revised 
Ralph H. Blodgett, Univ. of Illinois 


Additional material in this revision includes almost twice as many charts and 
diagrams; sections on price discrimination, the Keynesian theory of interest, 
and Labor organizations; and up to date information on the United Nations 
and the International Trade Organization. probably 704 pp, $425 


MONEY AND BANKING, Revised 
Raymond P. Kent, Univ. of Notre Dame 


As in the original edition, this revision maintains a balance between the 
discussion of monetary and banking theory, and the description of banking 


institutions. Factual material is brought up to date and much new material 
is provided. probably 672 pp., $5.00 


complimentary exeminetion copies are available to 
instructors of related courses 


RINEHART & COMPANY ny: 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 
in Cooperation with the Other Members of the 
Depariment of Ecomomics of the University of Chicago 
The December, 1950, issue will contain: 


Wesley C. Mitchell as an Economic Theorist Milion Friedman 


Distress, Relief, and Discontent in the United States during the Depression of 
1873-78 Samuel 


Ecoaomic and Social Policy in Democratic Society .... Prank H, 
A Theory of Income Determination . .. Harold M. Somers 
The Dollar Crisis . Raymond FP. Mikesell 
Distributive Effects of an Excise Tax on a Monopolust .......... JN. Behrman 


FOUNDED IN 1892. Published bimonthly: February, April. June, August, October, 
December. Subscription rate $6.00 per volume Single copy $1.50 rates. 
$5.00 per volume for faculty members teaching business of economics, $3.00 per 
volume for graduate students in business or economics. Canadian postage 20 cents 
Poreign postage 30 cents. 


The University of Chicago Press - 5750 Ellis Ave., Chicago 37, Ill. 


The Manchestet School 


of Economic and Social Studies 


Vol. XVIII, No. 2 May, 1950 
CONTENTS 

The Role of Science in the British Economy .. RL. Meter 

The Dollar Gap AK, Martin 


Consumers’ Representation in the Public Sector of Industry ... 
. A.M. de Newman 


Scottish Industries during the Interwar Period .C. EV. Leser 
The Demand for Potatoes ....... .. .....K. S. Lomax 
Books Received 


“THE MANCHESTER SCHOOL” is published three tumes a year. The annual sub 
sripuen Sfteen ry - 3 U.S. doliass), free. Sub- 
srptions to be sent to Secretary, Manchester School,” Dept.. The 
University, Manchester 13. 
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ECONOMICA 


Published Quarterly 


August 1950 Vol. XVII (New Series) No. 67 


CONTENTS 


Uniform Cost Accounting —A Survey Part .............David Solomons 
Notes on Resale Price Maintenance 
Notes on the Maximisation Process in Company Administration ..G. F. Thirlby 
Mechanical Models in Economic Dynamics .................. A. W. Phillips 
The European Payments Union .. ......R. F. Kahn 
On a Theory of the Trade Cycle .. ere sy 
Book Reviews and List of Books Received 


MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may 
subscribe at the specially reduced rate of 17s. 6d per annum. Subscriptions 
should be sent to the Secretary and Treasurer, American Economic Asso- 
ciation, Evanston, Illinois, accom ied by a cheque drawn in sterling in 
favour of ECONOMICA, London School of Economics and Political Science: 


SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCE 
of the New School for Social Research, New York 


Contents for September 1950 (Volume 17, Number 3) 


On Economix Planning ..... Epu arp HEIMANN 
Communism as a Secret Ind res ...H. M. KALLEN 
Rent Control and Housing Lroyp RopwiNn 
F.onomic Integration of Western Europe 

Local Government in England: Changes and Challenges . ... 

Government Support of Industry in American History . . Fevicia J. Devrup 
Language, Language Disturbances, and the Texture of Consciousness . 


ALFRED SCHUTZ 
Book REVIEWS 
Publisbed in March, June, September and December 
Subscription $3 a year (Foreign $3.50)—Single copies $1.00 


66 WEST 12TH STREET, NEW YORK 11, N.Y. 
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THE SOUTH AFRICAN JOURNAL OF ECONOMICS 
Editors 
C. S. Managing Edisor 
W. J. Busscuav Da. H. M. Rossatrson 


CONTENTS OF VOL. 18, NO. 2 
JUNE, 1950 


Peonomte Revolution (Presidential Address) A J. Limebeer 


A mety of the cow Reiating to the Control of Monopoly in Sowth Africa . 
Professor Cowen 


The Orange Free State Gold Pields ...H. Oppenheimer 
The Report of the Marketing Act Commisgion (1947) (Reriew Article) Ww. Weat 
The International Wheat Agreement é Dr A. W. O Bock 
A Study of Absenteciam amongst Women tn Commerce ...-V.G. Peas 


Reviews: Union Oficial Publications, Recent Periodicals and New Hooks 


Single Copies at 6s. per copy, obtainable from the Central News Agency Lid. and ai! 
leading booksellers. 


Overseas for ns £1. ansum single copies (68 each) 


Subscriptions to the Journal £1.1.0 per annum and enquiries re advertisement tariffs 
to the retary, PO Bor 5316, Johannesburg 


LAND ECONOMICS 


@ quarterly journal of 


PLANNING, HOUSING & PUBLIC UTILITIES 


November 1950 ssime includes 
Methods and Objectives of Scientific Agrarian Policy Conttanua von Dietze 


Territorial Aspects of Electric Rate Making by the Public Utilities Commission 
of California . William F. Kennedy 


A Reply from England on the Effects of the British Town and Country Planning 
Act, 1947 Prank Hellings and Paul FP. Wends 


The Challenge of Research in Agricultural Political Science ...U’. Robert Parks 


Income and Housing Cost Trends of Boston's Middle-Income Groups: 1846-1947 
Rodwin 


Some Factors Relating to Farm Housing in the Northeast Glenn H. Beyer 
Annual Subscriptioa $5.00 - Single Copy $1 50 


Sterling Hall, University of Wisconsin, Madison 6 
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THE MIDDLE EAST JOURNAL 


In the October 1950 issue: 

Independence for Libya: The Political Problems . ' Ann Dearden 
The Interchange of Government Experts Dorothea Seelye Franck 
Religious Brotherhoods in Moroccan Politics 


Pakistan Problems and Prospects 
Review Article: Travellers in the Levant ...- Elizabeth Monroe 


Swaminathan 


Economic Review: The Sterling-Dollar Oil Problem 
Also: Developments of the Quarter: Comment and Chronology-— 
Documents Book Reviews Bibliography of Periodical Literature 


1 year: $6 2 years: $11 


THE MIDDLE EAST JOURNAL 
1830 19th St. N.W., Washington 9, D.C. 


THE SOUTHERN ECONOMIC 
JOURNAL 


A Joint Publication of the Southern Economic Association 
and the University of North Carolina 


Published Quarterly at Chapel Hill, N.C. 
Volume XVII JULY 1950 Number 1 


CONTENTS 


Population Growth and the Rate f Investment 
The Arbitration Process _..,.. Bdyar L. Warren and Irving Bernstein 
Same Limitations of Competitive Equilibrium Boris O. Swerting 
The Southern Farm Family in an Era of Change —Economsc Aspects 

Developments in the Leasing of Motor Truck Equipment .. Charles A. Taf 
Note on the Benefits Justification of the Gasoline Taz .. (Richard W. Lindholm 


_. Melvin D. Brockie 


Communication 
Note on the Differential Controversy vay te eres 
Rook Reviews, State Reports, Personne! Notes, Books Received. 


$4.00 per year—$1.25 single copies 


Address: The SOUTHERN ECON( yMIC JOURNAL 
chapel Hill, N.C. 
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THE QUARTERLY JOURNAL 
OF ECONOMICS 


Vol. LXIV Contents for November, 1950 No. 4 


Alfred Marshall's Theory of Value .. Ragnar Frisch 
The Theory of Turning Points in Business Fluctuations Clark Warburton 
Nationalization in Theory and Practice ... A. Beacham 


The Multiplier, Plexible Exchanges, and International Equilibriam 
Wolfgang F. Stolper 


Vau) Streeten 
Rendigs Fels 
A.C Taymans, SJ 


Economies and Value Judgments 

The Effects of Price and Wage FPlezibility on Cyclical Contraction . 
Tarde and Schumpeter: A Similar Vision . 

Notes and Discussions 


Diagramiuatic Analysis of Income Varistions and the Balance of Payments 


.Harry G Johnson 
Kirk Petshek 


Employment as an Element in the Wage Bargain 
Arthar Smithies 


Full Employment at Whatever Cost) Comment 
“Competitive” 

Comment 

Reply 


Willlam Fellner 
James Morgan 


Fdited by FE H Chamberlin for the Department of Economies, Harvard University 


$125 per copy, $5.00 a year: 3 years $1400 Special Student Hate $3.00 ao year 


Order from The Harvard University Press, Cambridge, Mass. 


JOURNAL OF FARM ECONOMICS 
Published by THE AMERICAN FARM ECONOMIC ASSOCIATION 


Editor: W. Wiicox 
Library of Congress, Washington, DC. 


Volume XXXII November, 1950 Number 4 


The European Recovery Program .... J. H. Richter 
The Economics of Land Classification for Irrigation _.... Wallace McMartin 
The Politics of Agriculture in the United States ..._.. Charles M. Hardin 
Some Economic Changes in Food Manufacturing .... Auten B. Paul 


Also Proceedings of 1950 Annual Meetings 
Published as a Supplement 
This Journal, a quarterly, contains sdditiona! articles, notes, reviews of books, and 


e list of recent publications and is published in February, May, August, November by ibe 
American Farm Economic Association. Yearly subscription $5.00. 
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Journal of the Econometric Society 


Contents of Vol. 18, October, 1950, include: 


N. F. Monanovss, RH. Sractz, and 8. J Hoawits An Electro Analog 
Method for Investigating Problems in Economic Dynamics: Inventory Oscillations 


Luovp A. Mertier ‘ A Multiple Region Theory of Income and Trade 
8 Ontrman The Multi-Sector Multiplier 
Ovay 

Identifiability of a seas Rete between Variables which Are Subject to Error 
Liat of Members of the Econometric Society 
Geographical List of Members and Subscribers 
Announcements, Notes, and Memoranda 


Publhed Quarterly Subscription to Nonmembera: $9.00 per year 


The FEeonometric Society is an international society for the advancement of eco 
nomic theory in its relation to statistics and mathematcs 


Subscripuons to Econometrica and inquiries about the work of the Socitey and the 
procedure in applying for membership should be addressed to William B. Simpson, 
Secretary, The Econometric Mociety, The University of Chicago, Chicago 37, Illinois, 
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THE JOURNAL OF FINANCE 


Published by THE AMERICAN FINANCE ASSOCIATION 
Volume V, No. 4 (December, 1950) includes: 


Mottgage Financing: 
Insurance Company Urban Mortgage Lending and the Business Cycle .. R. J. Saulmier 
Changing Institutional Patterns of Mortgage Lending Ernest M. Fisher 
A Growing Attribute of Mortgage Loan Portfolios ...... L, Douglas Meredith 
Inscussion’ Bo Ho Beckhart, Carl F. Behrens, George N. Emory, Shirley K. Hart, 
James J. O'Leary, A. M. Weimer, 
Distribution of New Securities in Section 77 Reorganizations Edward T. P. Watson 
Reconciling Monetary Management and Debt Management Policies .... Donald C. Miller 
Common Stacks and ‘Safety of Principal” 
Vrofesser Shehter on Budget Deficits and the Future Money Supply 
Clifton H. Kreps, Jr. 
Some Suggested Changes in the Corporate Tax Structure 
El, Schwartz and Roger ©. Van Tassel 
A Further Note on Bank Supervimon and Monetary Policy George L. Bach 


Membership does, including $3.00 allocated to subscription to The Journil of Finance, 
are $5.00 annually, Libraries — subscribe to The Jowrnal at $4.00 annually and singie 
may be purchased for $1.2 for inembership in the American Finance 

A-aociation and subscriptions to The Journal of Finance should be addressed to the 
Secretary Seenenee®, Edward E. Edwards, School of Business, Indiane University. 
Bloomington, Ind. 


Communications to the eontents of The Journal of Finance should be addressed 
to the Editor, Marshall D, Ketchum, School of Business, University of Chic Chicago 
17. UL. or to the Associate Editor, J. Pred Weston, College of Business Aiministration, 
University of California, Los Angeles 24, Calif. 
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